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To  the  Depository  Institutions  in  the 
Second  Federal  Reserve  District 


It  is  my  privilege  to  send  to  you  the  Eighty-Second  Annual  Report  of  the  Federal  Reserve  Bank 
of  New  York.  In  the  “Report  from  the  President,”  I  review  the  Bank’s  missions  and  major 
accomplishments  in  1996  and  identify  some  of  the  critical  challenges  facing  the  Bank.  In 
addition,  the  Annual  Report  presents  detailed  tables,  with  extensive  notes,  on  the  Bank’s  financial 
condition. 

Throughout  1996,  I  spoke  out  publicly  about  developments  and  issues  that  bear  upon  the 
economic  and  social  well-being  of  the  region,  the  nation,  and  the  world.  In  the  inaugural 
Hong  Kong  Monetary  Authority  Distinguished  Lecture,  which  I  delivered  in  Hong  Kong  on 
December  3,  1996,  I  reflected  on  the  lessons  for  sustained  economic  development  derived  from  the 
so-called  tiger  countries  of  Asia.  I  concluded  that  the  experience  of  Asia’s  high-growth  economies 
tells  us  that  when  markets  and  governments  work  in  harness,  the  results  can  be  spectacular.  The  text 
of  the  lecture  is  reprinted  in  this  Annual  Report. 

I  hope  you  find  the  Annual  Report  interesting  and  informative. 


President 
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ASIA  AND  THE  WORLD  ECONOMY 

A  Central  Banker’s  Perspective 


I  am  delighted  to  be  here  in  Hong  Kong,  and  1 
am  greatly  honored  to  have  been  invited  to 
deliver  the  inaugural  Hong  Kong  Monetary 
Authority  Distinguished  Lecture. 

In  my  remarks  today,  I  will  offer  a  personal 
perspective  on  the  recent  experience  of  Asia’s 
high-growth  economies,  with  an  emphasis  on 
the  broad  forces  underlying  the  dramatic  shift 
in  the  region’s  economic  fortunes  during  the  last 
three  decades.  It  is  not  my  intent  here  roday  to 
provide  a  detailed  analysis  of  the  impressive 
record  of  growth  that  has  been  achieved.  Rather, 
I  would  like  to  examine  the  Asian  experience 
and  focus  on  the  implications  for  achieving  sus¬ 
tained  growth  in  living  standards,  while  being 
able  to  maintain  low  inflation,  and  general 
economic  and  financial  stability. 

As  is  well  known,  much  of  Asia  is  going 
through  a  rapid  economic  transformation  and 
modernization,  with  many  economies  experi¬ 
encing  exceptionally  high  growth  rates.  In 
recent  years,  the  economic  momentum  in  Asia 
has  strengthened  and  broadened  as  the  number 
of  high-growth  economies  in  the  region  has 
expanded.  In  fact,  most  of  the  world's  fastest 
growing  economies  in  the  past  decade  are 
located  in  Asia.  Judged  in  terms  of  per  capita 
output  growth  rates,  Asia  was  home  for  eight  of 
the  top  ten  high-growth  economies. 

The  way  to  the  recent  growth  miracle  in 
wider  Asia  was  led  by  Hong  Kong  and  three 
other  East  Asian  economies — Singapore,  South 


Korea,  and  Taiwan — sometimes  referred  to  as 
the  four  “tigers.”  Following  in  Japan’s  footsteps 
with  a  time  lag  of  about  ten  to  fifteen  years, 
these  four  economies  began  to  grow  at 
historically  unprecedented  rates  in  the  early  or 
mid-1960s  and  have  sustained  the  high  pace  of 
economic  growth  since  then.  With  the  steep  rise 
in  real  incomes,  all  four  economies  have  achieved 
great  success,  raising  the  living  standards  for  the 
bulk  of  their  populations.  Indeed,  per  capita 
incomes  in  Hong  Kong  and  Singapore  are  now 
higher  than  in  many  industrial  countries. 


In  my  view,  Asia’s 
economic  future  looks 
brighter  today  than  it 
has  at  any  time  in  the 
postwar  period. 


Over  the  last  twenty  years,  China,  Indonesia, 
Malaysia,  and  Thailand  have  recorded  growth 
rates  comparable  to  those  of  the  four  tigers. 
More  recently,  many  other  Asian  countries — 
including  India,  the  Philippines,  Cambodia,  and 
Vietnam — have  made  significant  headway  in 
modernizing  their  economies.  Among  the  new 
reformers,  Vietnam  now  appears  to  be  showing 
signs  of  joining  the  ranks  of  high-growth 
economies.  Even  India  and  Sri  Lanka — neither 
of  which  stands  out  as  a  high-growth  economy 
of  the  region — have  enjoyed  much  more  rapid 
growth  than  countries  in  Latin  America  and 
elsewhere  over  the  past  decade. 

In  my  view,  Asia’s  economic  future  looks 
brighter  today  than  it  has  at  any  time  in  the 
postwar  period.  Assuming  the  recent  growth 
rates  in  the  region  can  be  sustained  for  another 
decade — the  prospects  for  which  look  excep¬ 
tionally  good  at  this  time — Asia  should  succeed 
in  further  reducing  poverty  while  building  a 
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Asia’s  high-growth 
economies  have  managed 
to  bring  about  major 
improvements  in  the 
quality  of  life  at  a  much 
faster  pace  than  other 
countries  had  been  able 
to  do  previously. 


large  middle  class.  Asia’s  continued  strong  per¬ 
formance  would  also  provide  an  example  for 
optimism  about  the  potential  for  all  societies  to 
achieve  a  comfortable  standard  of  living. 

Some  twenty-five  or  thirty  years  ago,  even 
the  most  hopeful  observer  among  us  would 
have  found  it  hard,  perhaps  impossible,  to 
visualize  Asia’s  recent  economic  achievements 
and  its  march  to  economic  prosperity.  In  the 
quarter  century  after  the  Second  World  War,  a 
disproportionately  large  share  of  the  world’s 
misery  seemed  to  be  concentrated  in  Asia.  The 
region,  with  the  notable  exception  of  Japan,  did 
not  fare  particularly  well  economically  through 
the  early  1960s.  Per  capita  GDP  in  most  Asian 
countries  was  6  percent  or  less  of  that  in  the 
United  States  at  the  start  of  the  1960s,  with  the 
two  most  populous  nations,  China  and  India, 
having  per  capita  GDP  only  2  percent  of  that 
of  the  United  States. 

Hong  Kong  did  considerably  better  than 
other  countries,  but  it,  too,  had  a  fairly  low  per 
capita  income  level. 

Writing  in  his  book  Asian  Drama  against 
this  background,  Gunnar  Myrdal,  a  Swedish 
economist  later  awarded  a  Nobel  Prize,  could 
find  no  cause  to  be  optimistic  about  the 
region’s  prospects. 

I  am  sure  it  will  not  come  as  a  surprise  to 
this  audience  that  standard  economic  models 
are  not  adequate  for  explaining  the  dramatic 
turnaround  in  Asia’s  performance.  To  be  sure, 
the  growth  of  incomes  typically  depends  most 
on  technological  factors  and  economic  policies. 
But  it  also  depends  on  a  broader  set  of  social, 
legal,  and  political  institutions  and  policies  that 
influence  the  development  of  economic  and 


technological  inputs  as  well  as  establish  the 
framework  within  which  the  whole  economy 
must  operate.  Moreover,  economic  develop¬ 
ment  concerns  much  more  than  just  increases 
in  incomes — it  looks  to  reduction  in  poverty, 
progress  in  education,  health,  and  nutrition, 
and  protection  of  the  environment.  All  these 
things  indicate  that  the  huge  transformation  in 
so  many  Asian  economies  over  a  relatively  short 
time  period  can  be  appropriately  examined 
only  in  the  broader  context  of  both  economic 
and  noneconomic  forces  that  underlie  the 
development  process. 

Before  turning  to  the  question  of  what 
caused  the  growth  miracle  in  Asia’s  economies, 
I  want  to  highlight  some  basic  characteristics  of 
the  recent  Asian  growth  experience.  From  my 
perspective,  four  distinguishing  features  of  that 
experience  stand  out: 

♦  First,  Asia’s  high-growth  economies 
have  managed  to  bring  about  major 
improvements  in  the  quality  of  life  at  a 
much  faster  pace  than  other  countries 
had  been  able  to  do  previously.  The 
United  States  took  nearly  half  of  the 
nineteenth  century  (from  1839  to 
1886)  to  double  its  per  capita  output, 
and  the  United  Kingdom  took  even 
longer  at  an  earlier  stage  of  the  indus¬ 
trial  revolution.  Over  time,  some 
countries  advanced  at  a  faster  rate  as 
the  industrial  revolution  gained 
momentum  but,  through  the  first  half 
of  this  century,  the  time  required  for 
doubling  per  capita  output  on  a  sus¬ 
tained  basis  generally  did  not  shrink 
below  two  decades. 
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In  sharp  contrast  to  these  earlier 
experiences,  beginning  in  the  early  or 
mid-1960s,  Hong  Kong,  South  Korea, 
Singapore,  and  Taiwan  doubled  their 
per  capita  output  within  about  eight  to 
twelve  years;  starting  in  the  late  1970s, 
the  same  feat  was  accomplished  by 
China,  Indonesia,  Malaysia,  and 
Thailand.  (Japan,  starting  from  its 
war-torn  base,  had  done  the  same 
thing  in  the  1950s.)  This  exceptional 
performance  is  all  the  more  remarkable 
by  historical  standards  in  that  these 
growth  rates  have  been  sustained 
throughout  the  subsequent  period, 
doubling  per  capita  output  about  every 
ten  years  or  so.  With  such  substantial 
and  persistent  increases  in  incomes, 
Asia’s  share  in  the  world  economy  has 
risen  considerably  over  the  years,  leav¬ 
ing  no  doubt  that  Asia’s  performance 
in  the  past  three  decades  cannot  be 
considered  a  flash  in  the  pan. 

♦  Second,  Asia’s  high-growth  economies 
have  been  successful  at  distributing  the 
gains  from  economic  advances  and, 
unlike  the  experience  of  many  other 
developing  and  developed  countries, 
high  growth  has  gone  hand-in-hand 
with  declines  in  income  inequality. 
While  the  extent  of  economic  progress 
differs  considerably  among  these  coun¬ 
tries,  overall  human  welfare — as 
reflected  in  indicators  of  poverty, 
health,  and  education — has  improved 
dramatically  in  most  of  them. 

I  personally  regard  the  widespread 
sharing  of  the  fruits  of  growth  and  the 


associated  improvement  in  income 
equality  as  one  of  the  most  heartening 
features  of  the  recent  Asian  growth 
experience.  A  continuous  widening  of 
economic  disparities  is  not  conducive 
to  maintaining  strong  economic  per¬ 
formance  in  the  long  run.  I  have  no 
doubt  that  increases  in  living  standards 
can  be  achieved  and  sustained  only  if 
gains  from  economic  growth  are  shared 
broadly  by  the  whole  society — rich  and 
poor,  educated  and  less  educated, 
urban  and  rural,  factory  owners/man- 
agement  and  labor,  people  of  all  back¬ 
grounds. 

As  an  aside,  let  me  mention  that  I  have 
been  greatly  concerned  that,  in  my 
own  country,  economic  disparities 
between  the  haves  and  have-nots  have 
widened  over  the  past  two  decades.  For 
some  time  now,  I  have  been  involved 
in  efforts  to  encourage  business  groups 
and  other  private  and  public  sector 
participants  to  bring  job  growth  and 
economic  opportunities  to  poorer  seg¬ 
ments  of  our  society.  I  believe  this  is 
one  of  the  major  challenges  facing  the 
United  States  today. 

♦  Third,  the  external  sector  has  been  a 
major  contributor  to  Asia’s  high- 
growth  economies.  This  fact,  by  itself, 
is  not  surprising  in  view  of  the  long¬ 
standing  recognition  of  the  positive 
relationship  between  international 
trade  and  economic  growth.  What  is 
less  well  appreciated,  however,  is  that 
only  part  of  the  external  sector  contri¬ 
bution  to  Asia’s  high-growth 


I personally  regard  the 
widespread  sharing  of  the 
fruits  of  growth  and  the 
associated  improvement 
in  income  equality  as  one 
of  the  most  heartening 
features  of  the  recent 
Asian  growth  experience. 
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Without  the  strong, 
persistent  contributions 
of  external  factors,  I  am 
convinced  that  it  would 
not  have  been  possible 
for  Hong  Kong  and  other 
“ tigers ”  to  maintain 
exceptionally  high  growth 
rates  throughout  the 
period  since  the 
mid-1960s. 


economies  is  associated  with  strong 
export  orientation.  In  my  view,  more 
important  and  longer  lasting  benefits 
to  economic  growth  in  these 
economies  stem  from  their  high  degree 
of  openness  to  a  variety  of  external 
influences,  especially  developments  in 
technology  and  business  innovation. 

The  international  flows  of  technology 
and  knowledge  into  Asia’s  high-growth 
economies  have  taken  many  different 
forms — foreign  investment,  foreign 
education,  technical  assistance,  the 
licensing  of  patented  processes,  knowl¬ 
edge  transfers  through  labor  flows, 
technology  embodied  in  imports  of 
capital  goods,  and  exposure  to  foreign 
goods  markets.  Some  channels,  such  as 
foreign  education,  imports  of  capital 
goods,  and  exposure  of  exports  to  com¬ 
petition  in  foreign  markets,  have  served 
as  the  transmission  belt  for  technology 
and  knowledge  to  all  of  Asia’s  high- 
growth  economies,  while  others  have 
been  used  in  different  degrees  in  each 
country.  I  think  that  most  observers 
would  agree  that,  overall,  the  region  has 
been  very  receptive  to  international 
influences,  although,  with  the  possible 
exception  of  Hong  Kong,  none  has 
shown  itself  to  be  completely  open  to 
the  whole  set  of  those  influences. 

Without  the  strong,  persistent  contribu¬ 
tions  of  external  factors,  I  am  convinced 
that  it  would  not  have  been  possible 
for  Hong  Kong  and  other  “tigers”  to 
maintain  exceptionally  high  growth 
rates  throughout  the  period  since  the 


mid-1960s.  The  same  point  applies  just 
as  forcefully  to  China,  Indonesia, 

Malaysia,  and  Thailand,  though  their 
high-growth  period  is  about  a  decade  or 
so  shorter.  In  the  long  run,  a  high 
degree  of  openness  is  a  key  element  in 
the  strong  economic  performance  that 
has  been  achieved. 

♦  Finally,  the  recent  Asian  growth  experi¬ 
ence  has  been  characterized  by  low 
inflation  and  general  macroeconomic 
stability,  even  as  the  economies  went 
through  major  structural  transforma¬ 
tions.  Annual  inflation  rates  in  Asia’s 
high-growth  economies  have  averaged 
well  below  10  percent  since  the  late 
1970s,  and  occasional  bursts  of  higher 
inflation  in  individual  countries  have 
been  brought  under  control  within  a 
relatively  short  time.  Indeed,  the 
recent  inflation  record  of  these 
economies  is  comparable  to  that 
of  many  low-inflation  OECD 
[Organization  for  Economic 
Cooperation  and  Development] 
economies.  More  generally,  the  Asian 
growth  experience  underscores  that 
low  inflation  and  macroeconomic 
stability  are  necessary  ingredients  for 
economic  growth.  I  will  return  to  this 
point  later  on  in  my  remarks. 

Much  has  been  written  that  helps  to  explain 
the  economic  successes  in  Asia.  Yet  there  is  no 
uniform  or  single  model  that  can  be  applied  to 
all  of  the  region’s  economies,  with  their 
markedly  different  economic  structures,  social 
institutions,  and  political  systems.  There  are 
common  themes  that  do  emerge,  however,  and 
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I  would  like  to  use  them  to  offer  a  personal  per¬ 
spective  and  to  outline  the  main  implications 
of  the  Asian  experience  for  sustaining  eco¬ 
nomic  development  in  the  long  run  and  raising 
living  standards  more  broadly. 

Let  me  start  by  noting  a  rather  obvious  but 
fundamental  prerequisite  for  economic  devel¬ 
opment.  History  has  shown,  time  and  again, 
that  sustained  development  cannot  occur 
without  peace  and  political  stability.  Civil  wars, 
ethnic  strife,  and  international  conflicts  destroy 
the  base  of  development  and  leave  little  time 
and  resources  for  normal  business  activity.  The 
most  important  cause  of  famine  in  the  devel¬ 
oping  world  has  not  been  inadequate  agricul¬ 
tural  output  or  even  poverty,  but  civil  wars 
and  military  conflicts  associated  with  political 
instability.  As  a  matter  of  arithmetic,  output 
growth  in  Asia’s  high-growth  economies — just 
as  anywhere  else — can  be  accounted  for  by  the 
growth  of  capital  and  labor  and  by  increases  in 
productivity  of  those  inputs.  Not  surprisingly, 
the  precise  contribution  of  each  source  relative 
to  others  differs  significantly  from  one  country 
to  another.  Productivity  increases,  however, 
have  been  the  key  to  sustaining  long-run  eco¬ 
nomic  growth  in  all  these  economies. 

There  is  no  obvious  or  simple  explanation 
of  the  forces  underlying  the  growth-accounting 
arithmetic.  Capital  formation  and  labor  supply 
are  influenced  as  much  by  economic  factors  as 
they  are  by  social  and  demographic  factors.  The 
driving  forces  for  productivity  growth  are  new 
technologies,  advances  in  knowledge,  and  a 
more  educated  and  better  trained  labor  force. 

Technological  progress  and  advances  in 
knowledge  are  diffused  through  physical  and 


human  capital  and  international  trade.  Their 
contributions  to  the  economic  development  of 
a  nation,  therefore,  depend  not  only  on  policies 
for  capital  formation — physical  and  human — 
and  international  trade,  but  also  on  the  nation’s 
history,  culture,  institutions,  level  of  education, 
and  degree  of  openness.  I  think  all  of  us  would 
agree  that  using  technology  and  knowledge 
effectively  over  the  long  run  requires  supportive 
economic  and  social  policies  capable  of  dealing 
with  rapid  structural  shifts  in  the  society — 
shifts  from  agriculture  to  manufacturing  and 
services,  shifts  in  the  scale  of  production  and 
business  organization,  shifts  toward  urbaniza¬ 
tion,  shifts  in  consumer  tastes,  shifts  in  interna¬ 
tional  trade  practice,  and  so  on.  It  also  requires 
adaptations  and  innovations  in  economic  insti¬ 
tutions  and,  at  times,  in  political  and  social 
institutions  as  well. 

The  point  of  all  this,  from  my  perspective, 
is  that  technological  progress  and  greater 
knowledge  by  themselves  cannot  provide  a 
meaningful  explanation  of  high  productivity 
increases  or  high  economic  growth  rates  in 
Asia’s  economies.  As  noted  long  ago  by  Simon 
Kuznet,  a  Nobel  laureate  in  economics, 
“advancing  technology  is  the  permissive  source 
of  economic  growth,  but  it  is  only  a  potential, 
a  necessary  condition,  in  itself  not  sufficient.” 
This  point  is  perhaps  more  valid  today  than 
ever  before:  with  the  globalization  of  knowl¬ 
edge  and  capital,  new  technologies  and  ideas 
have  become  international  commodities  that 
potentially  are  available  to  all  nations. 

In  my  view,  the  most  important  lesson  from 
the  experience  of  Asia’s  high-growth  economies 
concerns  the  role  of  government  in  the  develop¬ 
ment  process.  The  over-arching  common  theme 
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The  economic  role  of 
governments  in  Asia's 
high-growth  economies 
has  been  much  larger 
than  just  standing  in  for 
markets  when  they  fail 
to  work. 


of  the  Asian  experience  is  that  governments  have 
used  what  the  World  Bank  calls  a  “market- 
friendly”  approach  to  economic  development. 
The  approach  involves  heavy  reliance  on  market 
forces  and  carefully  limited  government 
activism.  Intervention  is  deemed  appropriate 
only  when  the  case  for  benefits  is  clear  because 
markets  either  prove  inadequate  or  fail  altogether 
in  carrying  out  certain  critical  activities. 

To  be  sure,  in  most  high-growth  Asian 
economies,  governments  have  intervened  sys¬ 
tematically  and  through  multiple  channels  to 
foster  economic  development  and,  in  some 
cases,  the  growth  of  specific  industries.  But  such 
interventions  have  been  aimed  generally  at 
addressing  market  inadequacies  or  outright  fail¬ 
ures  in  resource  allocation.  More  important,  the 
industries  have  been  put  to  the  discipline  of 
domestic  and  international  market  competition. 
And  usually,  when  the  costs  of  interventions 
have  become  excessive — as,  for  example,  in  the 
case  of  a  heavy  chemicals  industry  drive  in  South 
Korea — governments  have  pulled  back.  As  a 
consequence,  interventions  in  these  economies 
generally  have  avoided  serious  distortions  in 
market  price  signals  and  relative  prices. 

However,  the  economic  role  of  govern¬ 
ments  in  Asia’s  high-growth  economies  has 
been  much  larger  than  just  standing  in  for  mar¬ 
kets  when  they  fail  to  work.  The  governments 
in  these  countries  have  provided  effective  legal, 
judicial,  and  regulatory  systems,  which  are 
required  for  proper  functioning  of  markets  and 
for  defining  and  protecting  property  rights. 
Just  as  important,  they  have  crafted  policies 
concerning  trade  and  other  international  link¬ 
ages,  education,  and  macroeconomic  manage¬ 
ment — policies  that  are  consistent  with  the 


market-friendly  approach  that  has  played  a 
fundamental  role  in  the  development  process. 

Since  the  beginning  of  its  high-growth  period, 
Hong  Kong  chose  a  less  interventionist  path  to 
economic  development — its  government  has 
eschewed  extensive  intervention  in  markets  to 
guide  private-sector  resource  allocation.  To  a 
somewhat  lesser  extent,  Malaysia  has  followed  a 
similar  path.  Moreover,  over  time,  the  increased 
liberalization  of  markets  and  international  com¬ 
petition  have  obliged  most  high-growth  Asian 
economies  to  be  less  interventionist  than  in 
their  early  stages  of  development. 

China  is  a  special  case.  Economic  reforms 
in  the  1980s  greatly  increased  the  role  of 
market  forces,  international  competition,  and 
technology  in  the  development  process.  But  in 
my  view,  further  structural  changes  will  be 
required  in  both  institutions  and  policies  to 
firmly  establish  and  maintain  a  market-friendly 
environment  and  to  provide  a  sustainable, 
stable  path  for  economic  development  in  the  long 
run.  Chinas  recent  experiences  with  inflation 
reflect,  at  least  in  part,  institutional  rigidities  and 
the  lack  of  a  sufficiently  market-oriented  frame¬ 
work  to  conduct  macroeconomic  policies  that 
will  maximize  the  country’s  potential. 

External  sector  policies  in  Asia’s  high- 
growth  economies  have  been  critical  to  estab¬ 
lishing  and  supporting  the  high  degree  of 
openness  to  international  influences  that  is  so 
necessary.  In  particular,  by  allowing  interna¬ 
tional  market  competition  and  the  inflows  of 
new  technologies,  those  policies  have  played  an 
important  role  in  encouraging  domestic  pro¬ 
ducers  to  make  more  efficient  use  of  resources 
and  to  develop  new  and  better  products. 
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While  all  of  Asia’s  high-growth  economies 
have  welcomed  transfers  of  technology  and 
ideas  through  various  channels,  their  record  is 
mixed  on  international  trade.  All  except  Ffong 
Kong  began  with  a  period  of  import  substitu¬ 
tion  and  a  bias  against  exports.  But  each 
moved,  within  a  few  years,  to  promoting 
exports,  albeit  using  different  approaches.  In 
time,  the  harmful  effects  of  import  substitution 
became  apparent  and,  by  the  early  or  mid- 
1980s,  protection  against  imports  had  been 
reduced  substantially,  reflecting  a  growing 
recognition  of  the  benefits  of  openness  and 
international  competition,  as  well  as  a  response 
to  the  increasingly  greater  international  inte¬ 
gration  of  goods  and  financial  markets. 

The  benefits  of  openness,  technology,  and 
market  competition  for  economic  growth  depend 
gready  on  education  and  skill  levels.  Asia’s  high- 
growth  economies  have  excelled  in  implementing 
successful  human  capital  policies  that  have  played 
a  critical  role  in  creating  and  supporting  rapid 
economic  growth  in  the  long  run. 

The  Asian  growth  experience  leaves  no 
doubt  in  my  mind  that  investing  in  people,  if 
done  right,  provides  the  firmest  foundation  for 
lasting  development.  Markets  in  developing 
countries  generally  need  some  help  from  gov¬ 
ernments  in  providing  adequate  education, 
health  care,  and  family  planning  services. 
Education  makes  the  economy  more  produc¬ 
tive  by  speeding  the  adoption  of  new  technolo¬ 
gies,  helps  in  slowing  population  growth,  and, 
more  generally,  makes  family  planning  and 
health  care  services  more  effective. 

To  build  human  capital,  the  governments 
in  Asia’s  high-growth  economies  focused  their 


education  spending  initially  on  providing  uni¬ 
versal  primary  education  and  then  on  increas¬ 
ing  the  availability  of  secondary  education. 
Demographic  transitions  facilitated  these 
efforts  by  slowing  the  growth  in  the  number  of 
school-age  children— a  slowing  that  reflected, 
in  part,  the  effects  of  universal  education, 
which  increased  opportunities  for  women  to 
work.  Meanwhile,  limited  public  funding  for 
postsecondary  education  focused  on  technical 
skills  and  vocational  training;  higher  education 
at  university  and  college  levels  was  largely, 
though  not  entirely,  allowed  to  be  met  by 
self-financed  private  systems. 

The  result  of  these  education  policies  has 
been  a  broad,  technically  oriented  human  cap¬ 
ital  base,  well  suited  to  rapid  economic  devel¬ 
opment.  These  policies  also  have  contributed 
to  more  equitable  income  distributions. 


The  Asian  growth 
experience  leaves  no 
doubt  in  my  mind  that 
investing  in  people,  if 
done  right,  provides  the 
firmest  foundation  for 
lasting  development. 


Let  me  turn  now  briefly  to  the  role  of 
macroeconomic  policies  in  the  development  of 
Asia’s  high-growth  economies.  In  my  view,  one 
of  the  most — if  not  the  single  most — impor¬ 
tant  implications  of  the  Asian  experience  is  that 
good  macroeconomic  management  policies  are 
necessary  for  maximizing  and  sustaining  eco¬ 
nomic  growth  in  the  long  run. 


Macroeconomic  policies  in  most  high- 
growth  Asian  economies  have  been  successful 
in  maintaining  low  inflation  and  keeping  away 
from  inflationary  financing  of  public  sector 
activities.  By  limiting  fiscal  deficits  to  prudent 
levels,  the  governments  in  these  economies 
generally  have  avoided  excessive  borrowing  or 
monetary  expansion  and  problems  in  the 
financial  sector. 
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Macroeconomic  policies 
in  most  high-growth  Asian 
economies  have  been 
successful  in  maintaining 
low  inflation  and  keeping 
away  from  inflationary 
financing  of  public  sector 
activities. 


Good  macroeconomic  management  deserves 
much  of  the  credit  for  general  economic  and 
financial  stability  in  Asia’s  high-growth 
economies.  By  keeping  inflation  low,  macro- 
economic  policies  have  enabled  these  economies 
to  perform  at,  or  at  least  near,  long-run  poten¬ 
tial  output  and  productivity  levels,  helping  to 
bring  about  rapid  increases  in  living  standards. 

Inflation  is  a  serious  impediment  to  effi¬ 
cient  resource  allocation  and  economic  devel¬ 
opment.  It  reduces  the  effectiveness  of  the  price 
mechanism  and  the  contribution  of  market 
forces  to  economic  growth  through  a  variety  of 
channels:  by  obscuring  the  signaling  role  of  rel¬ 
ative  price  changes,  the  major  guide  for  making 
efficient  resource  allocation  decisions;  by 
increasing  uncertainty  about  the  outcome  of 
business  decisions  and  profitability;  by  causing 
adverse  effects  on  the  cost  of  capital  through  its 
interaction  with  the  tax  system;  by  hampering 
the  application  of  new  technologies  and  ideas; 
and  by  diverting  resources  away  from  produc¬ 
tive  activities.  It  is  clear  to  me  that  low  infla¬ 
tion,  or  price  stability,  is  essential  for  achieving 
maximum  long-run  economic  growth. 

Empirical  work  finds  a  significant  long-run 
relationship  between  lower  inflation  and  higher 
levels  of  output  and  productivity,  but  the  statis¬ 
tical  evidence  has  not  yet  fully  established  that 
the  correlation  represents  a  causal  link  running 
from  inflation  to  output  and  productivity. 
Notwithstanding  the  lack  of  definitive  proof,  I 
have  been  convinced  for  a  long  time  that  low 
inflation  is  good  for  long-run  economic 
growth.  I  cannot  help  but  note  that  the  Asian 
experience  of  high  growth  with  low  inflation  is 
fully  consistent  with  my  long-standing  view. 


Without  low  inflation,  Asia’s  high-growth 
economies  would  not  have  been  able  to  sustain 
continuous  economic  development  for  such  a 
long  period.  Experience  shows  that  inflation 
above  certain  relatively  low  levels  has  a  tendency 
to  accelerate  and  gain  momentum,  and  also  to 
become  entrenched  in  the  economic  process, 
making  its  elimination  difficult  and  progres¬ 
sively  more  costly.  Keeping  inflation  low,  there¬ 
fore,  requires  vigilance  on  an  ongoing  basis. 
The  only  way  to  sustain  long-run  economic 
development  is  to  control  inflation  from  the 
outset — to  nip  it  in  the  bud,  so  to  speak. 
If  inflation  is  allowed  to  build  up,  even  for  a 
short  while,  attempts  to  control  it  can  make 
economic  growth  falter  and  destabilize  the 
economy.  It  does  not  take  long  for  inflation  to 
cause  serious  damage  to  the  financial  structure 
and  the  economy. 

In  assessing  the  development  of  Asia’s  high- 
growth  economies,  one  has  to  be  impressed 
with  the  high  levels  of  business  investment  and 
the  associated  accumulation  of  physical  capi¬ 
tal — machinery  and  equipment,  buildings  and 
bridges.  During  the  last  fifteen  years  or  so, 
most  high-growth  Asian  economies  have 
invested  30  to  40  percent  of  GDP  in  physical 
capital,  significantly  more  than  in  the  earlier 
period.  These  investment  levels  are  much 
higher  than  in  other  developing  or  industrial 
economies.  Moreover,  the  private  share  of 
investment  in  most  high-growth  Asian 
economies  is  about  two-thirds,  which  is  much 
greater  than  the  private  share  in  other  countries 
with  comparable  income  levels. 

Such  high  rates  of  capital  formation  obvi¬ 
ously  have  made  important  contributions  to 
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economic  development  in  Asia’s  high-growth 
economies.  From  my  perspective,  however,  the 
exceptional  rates  of  capital  accumulation  in 
these  economies  are  best  seen  as  an  outgrowth 
of  the  policies  and  conditions  that  I  have  dis¬ 
cussed.  To  a  large  extent,  high  levels  of  invest¬ 
ment  have  reflected  the  combined  influence  of 
a  range  of  sound  fundamentals — good  macro- 
economic  management,  appropriate  human 
capital  development  policies,  the  receptive  atti¬ 
tude  toward  foreign  investment,  the  welcoming 
of  technology  and  knowledge,  and  the  market- 
friendly  role  of  government. 

Low  inflation  and  macroeconomic  stability 
have  played  an  important  role  in  inducing 
strong  capital  formation  by  reducing  uncertainty 
about  the  outcome  of  investment  decisions, 
by  improving  the  resource  allocation  process, 
and  by  helping  to  create  a  stable  and  secure 
financial  environment  that  has  encouraged 
high  saving  rates.  Similarly,  rapid  advances  in 
human  capital  and  flows  of  foreign  investment 
and  technology  have  made  major  contributions 
to  spurring  investment  in  physical  capital. 

Asia’s  high-growth  economies  have  wisely 
used  specific  initiatives  to  clear  away  obstacles 
to  the  efficient  allocation  of  capital  and  create 
an  investment-friendly  environment:  tax  poli¬ 
cies  generally  have  favored  investment,  and 
other  policies  have  been  aimed  ar  keeping  the 
relative  prices  of  capital  goods  low,  largely  by 
avoiding  high  tariffs  on  imports  of  capital 
goods.  The  fact  that  these  governments  have 
been  particularly  good  at  creating  infrastruc¬ 
ture  that  has  been  complementary  to  private 
investment  has  further  enhanced  the  hospital¬ 
ity  of  the  investment  environment. 


In  recognizing  that  the  fast  pace  of  physical 
capital  accumulation  in  the  high-growth  Asian 
economies  has  been  driven  by  a  variety  of 
strong  fundamentals,  my  point  is  not  to  down¬ 
grade  the  usefulness  of  physical  capital  for  eco¬ 
nomic  growth.  Instead,  I  wish  to  emphasize 
that  policies  that  get  the  basics  right  deserve 
much  of  the  credit  for  high  levels  of  capital  for¬ 
mation  and  their  contributions  to  economic 
growth. 

Let  me  reiterate  my  main  theme.  The  most 
compelling  lesson  of  the  recent  Asian  experi¬ 
ence  is  that  economic  development  must  rely 
heavily  on  competitive  market  forces,  but  that 
markets  do  not  operate  in  a  vacuum  and  can¬ 
not  do  everything.  The  government  has  a  sub¬ 
stantial  and  irreplaceable  role  in  the  develop¬ 
ment  process.  The  popular  dichotomy  of  state 
intervention  versus  laissez-faire  is  a  false  one. 
Indeed,  from  my  reading,  the  experience  of 
Asia’s  high-growth  economies  tells  us  that  when 
markets  and  governments  work  in  harness,  the 
results  can  be  spectacular. 

In  the  long  run,  all  successful  governments 
need  to  retain  a  measure  of  popular  support  for 
their  actions,  as  well  as  a  growing  degree  of  open¬ 
ness  and  accountability,  which  cannot  be  fully 
separated  from  economic  progress.  It  is  clear,  for 
example,  that  the  free  flow  of  information  is 
essential  to  the  proper  functioning  of  markets. 
With  ongoing  advances  in  communication  tech¬ 
nologies  and  the  globalization  of  information 
flows  and  knowledge,  the  linkages  between  the 
growth  of  incomes  and  economic  development 
are  bound  to  strengthen  in  the  future. 


The  most  compelling 
lesson  of  the  recent 
Asian  experience  is  that 
economic  development 
must  rely  heavily  on 
competitive  market  forces, 
but  that  markets  do  not 
operate  in  a  vacuum  and 
cannot  do  everything. 
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These  issues  are  not  unique  to  Asian 
economies,  of  course.  But  as  major  transitions 
take  place,  both  here  in  Hong  Kong  and  else¬ 
where,  the  balancing  of  social  and  economic 
considerations  will  be  one  of  the  key  questions 
facing  policymakers.  The  stakes  could  not  be 
higher.  Maintaining  national  and  international 
confidence  in  institutions  and  policies  will 


determine  whether  the  goal  we  all  seek — the 
continuous  improvement  of  living  standards — 
will  be  achieved. 

Thank  you  for  giving  me  the  honor  of 
delivering  the  inaugural  Hong  Kong  Monetary 
Authority  Distinguished  Lecture. 


Report  from 
the  President 


14 


FEDERAL  RESERVE  BANK  OF  NEW  YORK 


1996  ANNUAL  REPORT 


REPORT  FROM  THE  PRESIDENT 


I  am  pleased  to  have  this  opportunity  to  review 
the  accomplishments  of  the  Federal  Reserve 
Bank  of  New  York  in  1996  and  the  challenges 
the  Bank  faces  in  the  year  ahead. 

The  Bank  performed  exceptionally  well 
in  1996  in  fulfilling  its  primary  mission — 
implementing  monetary  policy  and  providing 
intelligence  gathering,  research,  and  analysis  to 
support  policy  formulation.  The  economy’s 
performance — with  low  inflation,  declining 
unemployment,  and  steady  job  growth — was, 
arguably,  its  best  in  the  1990s. 

I  believe  the  Bank  also  performed  well  in 
advancing  other  key  missions  and  objectives, 
many  of  which  are  directed  toward  ensuring  the 
safety  and  soundness  of  banks  and  maintaining  a 
smoothly  functioning  payments  system. 

I  am  particularly  proud  of  the  4,000  dedi¬ 
cated  men  and  women  who  work  at  the  Bank 
and  who  are  responsible  for  its  superior  perfor¬ 
mance  in  1996.  Their  efforts  in  advancing  the 
Bank’s  strategic  vision — to  exercise  innovative 
leadership  in  carrying  out  the  public  policy 
agenda  associated  with  the  central  banks  mis¬ 
sions — made  a  major  contribution  to  ensuring 
monetary,  financial,  and  payments  system  stabil¬ 
ity  and  efficiency  in  1996.  The  Bank’s  strong 
management  team,  supported  by  a  highly  skilled 
staff,  made  these  accomplishments  possible.  I  am 
grateful  for  their  efforts  and  their  support. 


LEADERSHIP  IN  PUBLIC  POLICY 

One  of  my  objectives  as  president  of  the 
Federal  Reserve  Bank  of  New  York  has  been 
to  use  the  research  capabilities,  analytical 
resources,  and  market  insights  of  the  Bank  to 
increase  public  awareness  of  conditions  that 
threaten  the  health  of  financial  markets  or  the 
economy  by  addressing  these  issues  in  articles, 
public  speeches,  industry  and  academic  confer¬ 
ences,  and  other  public  forums. 

During  1996,  we  worked  diligently  to  ful¬ 
fill  this  mission,  in  part  by  producing  a  body  of 
nationally  and  internationally  recognized 
economic  research.  The  Research  Group’s 
Current  Issues  in  Economics  and  Finance  and 
Economic  Policy  Review  received  considerable 
attention  from  policymakers,  academicians, 
and  the  media.  Reports  and  articles  on  the 
regional  economy,  stock  market  volatility,  and 
the  power  of  the  yield  curve  to  predict  reces¬ 
sions  generated  especially  strong  interest. 


The  Bank  performed 
exceptionally  well  in  1996 
in  fulfilling  its  primary 
m  ission — im piemen  ting 
monetary  policy  and 
providing  intelligence 
gathering,  research,  and 
analysis  to  support  policy 
formulation. 


In  regional  economics,  we  sharpened  our 
focus  on  the  tri-state  economy  by  sponsoring  a 
conference  on  the  linkages  between  economic 
growth  and  technological  development,  by 
developing  employment  forecasts  by  state,  and 
by  speaking  before  a  wide  range  of  business  and 
community  groups  on  economic  develop¬ 
ments.  Overall,  the  number  of  papers  written 
by  the  Bank’s  economists  and  published  in 
economic  and  finance  journals,  volumes  of 
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In  1996,  the  Bank 
undertook  a  number 
of  strategic  outreach 
initiatives  on  regional 
and  urban  issues. 


conference  proceedings,  and  scholarly  books 
increased  significantly  compared  with  1995. 

Our  effort  to  heighten  the  public’s  awareness 
of  important  public  policy  issues  in  1996  also 
included  an  expansion  of  the  Bank’s  speakers 
clearing  house.  The  result  of  this  effort  was  very 
positive.  In  1996,  the  Bank’s  staff  addressed 
more  than  600  different  groups — at  the  Bank, 
throughout  the  District,  and  all  over  the  world. 

During  the  year,  I  spoke  on  several  occasions 
about  what  I  believe  is  an  essential  condition  to 
ensure  the  long-term  growth  of  the  U.S.  eco¬ 
nomy — a  monetary  policy  that  promotes  price 
stability  as  its  primary  goal.  It  is  my  view  that  an 
explicit  national  mandate  establishing  price  sta¬ 
bility  as  the  central  bank’s  primary  objective 
would  be  beneficial  in  eliminating  any  remain¬ 
ing  vestige  of  inflationary  psychology  in  U.S. 
markets  and  would  add  to  public  confidence 
that  balanced  economic  growth  will  continue. 

I  also  believe  that  the  long-term  health  of  the 
U.S.  economy  generally,  and  the  New  York— 
area  economy  specifically,  cannot  be  ensured  in 
an  environment  with  growing  wage  and 
income  disparities  among  demographic  groups. 
To  narrow  these  disparities,  the  business  com¬ 
munity  must  pay  greater  attention  to  the  edu¬ 
cation  and  skill-training  needs  of  the  work 
force.  I  have  sought  to  direct  public  attention 
to  this  issue,  and  to  challenge  the  business  com¬ 
munity  in  this  District  to  join  with  the  Bank 
and  other  organizations  in  programs  that  help 
train  our  future  work  force. 

At  the  Bank,  we  have  worked  hard  to  de¬ 
velop  and  implement  participatory  programs 
that  ease  students’  transition  from  school  to 


work  and  improve  their  understanding  of  busi¬ 
ness,  economics,  and  finance.  Several  of  these 
programs  have  been  recognized  by  national 
educational  organizations  for  their  academic 
excellence  and  for  helping  students  develop  a 
positive  work  ethic.  In  addition,  the  Bank  is 
strongly  committed  to  training  teachers  and 
school  administrators  in  various  subjects  in 
which  we  have  expertise,  from  economics  and 
finance  to  management  and  budgeting. 

In  1996,  the  Bank  undertook  a  number 
of  strategic  outreach  initiatives  on  regional 
and  urban  issues.  These  initiatives  included 
sponsoring  a  major  conference  in  Syracuse 
on  rural  economic  development,  developing 
a  Neighborhood  Housing  Services/Banker 
Consortium  for  mortgage  lending  and  educa¬ 
tion  in  Buffalo,  and  establishing  relationships 
with  key  banking  and  corporate  sources  of 
funds  in  support  of  community  development 
corporations  in  New  York  State. 

Our  focus  on  regional  and  local  needs  has  not 
diminished  the  Bank’s  attention  to  national  and 
international  issues.  I  am  proud  of  our  contribu¬ 
tions  in  1 996  to  the  public  debate  over  the  man¬ 
agement  of  risks  posed  by  the  growing  use  of 
derivatives  by  financial  institutions.  During  the 
year,  we  worked  with  private  sector  participants 
to  develop  a  set  of  “best  practices”  and  principles 
to  guide  the  market  in  its  handling  of  derivatives 
and  other  wholesale  market  transactions.  We  also 
informed  banks  that  the  focus  of  our  safety  and 
soundness  examinations  will  shift  increasingly 
from  balance  sheet  reviews  of  strengths  and 
weaknesses  to  assessments  of  each  bank’s  risk 
controls  and  overall  risk  management. 
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PURSUING  CENTRAL  BANKING 
MISSIONS 

The  Bank  has  day-to-day  responsibility  for 
implementing  the  decisions  of  the  Federal 
Open  Market  Committee  (FOMC)  through 
the  actions  of  the  Domestic  Open  Market  and 
Foreign  Exchange  Trading  Desks.  In  1996,  the 
Domestic  Open  Market  Desk  made  several 
adjustments  in  its  operating  procedures  in 
order  to  add  flexibility  to  open  market  opera¬ 
tions.  Among  these  adjustments  was  the  more 
frequent  use  of  term  repurchase  agreements 
(RPs)  to  meet  the  liquidity  needs  of  the  bank¬ 
ing  system.  In  addition,  the  Desk  changed  the 
customary  hour  of  its  operations  from  1 1:30  a.m. 
to  10:30  a.m.  in  order  to  enter  the  market  for 
repurchase  agreements  when  that  market  is 
more  liquid.  These  adjustments  were  well 
received  by  the  primary  dealers  with  whom  the 
Bank  does  business  and  by  other  financial  mar¬ 
ket  participants. 

In  support  of  policy  formulation,  the 
Bank’s  research  economists  make  presentations 
at  FOMC  briefings  and  provide  commentary 
on  the  significance  of  newly  released  economic 
data.  In  1996,  these  efforts  improved  policy¬ 
makers’  understanding  of  the  relationship 
between  inflation  and  unemployment,  and 
helped  the  Domestic  Open  Market  Desk  adapt 
to  changes  in  bank  reserve  positions  caused  by 
the  growth  in  sweep  accounts.  Bank  staff  also 
gathered  valuable  information  and  perspectives 
on  market  conditions  and  developments  from 
foreign  governments  and  central  banks  that 
helped  to  guide  policy  decisions. 

During  the  year,  the  Bank  undertook  to 
broaden  its  relationships  with  financial  author¬ 


ities  in  emerging  countries,  including  those 
with  the  People’s  Republic  of  China  and  Hong 
Kong.  It  is  critical  to  understand  developments 
in  China  and  Hong  Kong  as  we  near  July  1, 
1997,  when  Hong  Kong  returns  to  Chinese 
rule,  and  to  communicate  them  fully  to  the 
financial  markets.  The  smooth  economic  and 
financial  transition  of  Hong  Kong’s  sovereignty 
from  the  United  Kingdom  to  China  is  impor¬ 
tant  internationally. 

A  range  of  other  international  outreach  ini¬ 
tiatives  were  undertaken  in  1996.  For  example, 
the  Bank  organized  a  conference  on  financial 
sector  reform  in  Latin  America  attended  by  dis¬ 
tinguished  professionals  from  developing  and 
industrialized  countries.  The  conference,  which 
explored  what  can  and  should  be  done  to 
advance  reform  in  emerging  market  economies, 
exemplifies  the  increasing  role  I  envision  for  the 
Bank  as  an  active  promoter  of  discussion  and 
action  on  critical  issues  confronting  the  global 
economy. 

The  Bank  also  provided  technical  assis¬ 
tance  to  countries  in  Latin  America,  Eastern 
Europe,  the  former  Soviet  Union,  Africa,  the 
Middle  East,  and  the  Far  East.  This  assistance 
focused  on  various  issues  relating  to  open 
market  operations,  law  and  regulation,  reserve 
management,  and  auditing.  In  addition,  guid¬ 
ance  on  bank  supervision  figured  importantly 
in  our  technical  assistance  efforts.  Working 
with  staff  of  the  Board  of  Governors  and  other 
agencies,  we  successfully  developed  training 
programs  for  examinations  personnel  in  vari¬ 
ous  countries. 


In  1996,  the  Domestic 
Open  Market  Desk  made 
several  adjustments  in  its 
operating  procedures  in 
order  to  add  flexibility  to 
open  market  operations. 
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On  the  international  side, 
the  Bank  continued  to 
monitor  and  analyze 
economic,  financial,  and 
political  developments 
in  emerging  market 
countries  and  to  measure 
their  impact  on  the 
international  economy 
and  financial  markets. 


LEADERSHIP  IN  PROMOTING 
SAFETY  AND  SOUNDNESS 

Another  important  mission  of  the  Bank  is  to  be 
a  leader  in  promoting  the  safety  and  soundness 
of  the  domestic  and  international  financial  sys¬ 
tems.  This  mission,  while  always  challenging, 
took  on  new  dimensions  in  1996. 

Domestic  and  global  financial  markets  con¬ 
tinued  to  experience  profound  structural  and 
technological  change  in  1996;  financial  institu¬ 
tion  supervisors  and  regulators  had  to  reassess 
and  revise  policies  and  programs  continually  to 
manage  this  change.  I  am  pleased  to  report  that 
the  Bank  remained  in  the  forefront  of  this  adap¬ 
tive  process.  We  used  our  operational  experience, 
knowledge  of  market  practices,  and  analytical 
capabilities  to  gain  insight  into  the  forces  of 
change — both  domestic  and  foreign — and  their 
implications  for  financial  and  economic  stability. 

On  the  domestic  side,  we  studied  the  ongo¬ 
ing  restructuring  of  retail  banking,  the  new 
ways  banks  deliver  services  to  individuals  and 
small  businesses,  and  the  substitution  of  elec¬ 
tronic  forms  of  payment  for  paper.  These  devel¬ 
opments  raise  several  regulatory  and  economic 
policy  issues,  including  the  impact  on  competi¬ 
tion  in  local  banking  markets  and  the  public’s 
access  to  banking  services.  We  will  continue  to 
monitor  the  performance  of  banks  closely  to  be 
sure  they  serve  the  needs  and  convenience  of 
their  customers. 

Further,  we  examined  issues  related  to  con¬ 
solidation  in  banking,  a  trend  that  gained 
impetus  from  the  removal  of  interstate  branch¬ 
ing  restrictions  by  Congress,  scheduled  to  take 
full  effect  in  mid- 1997.  The  Bank’s  researchers 


also  analyzed  a  range  of  other  economic  and 
financial  topics,  from  the  evaluation  of  value- 
at-risk  models  to  various  aspects  of  credit  rating 
systems  used  by  banks.  Most  of  these  studies 
were  published  in  this  Bank’s  economic  reviews 
or  in  academic  journals. 

On  the  international  side,  the  Bank  contin¬ 
ued  to  monitor  and  analyze  economic,  finan¬ 
cial,  and  political  developments  in  emerging 
market  countries  and  to  measure  their  impact 
on  the  international  economy  and  financial 
markets.  This  work  supports  the  Bank’s  diverse 
international  responsibilities,  including  partici¬ 
pation  in  the  Interagency  Country  Exposure 
Review  Committee  and  the  Foreign  Banking 
Organizations  Supervision  Program. 

The  Bank  also  sought  ways  to  reduce  risk 
in  payment  and  settlement  systems,  working 
actively  with  the  G-10  Central  Bank 
Committee  on  Payment  and  Settlement 
Systems  (CPSS),  which  I  chair.  This  effort 
addressed  issues  in  foreign  exchange  settlement 
risk,  securities  settlement  systems,  over-the- 
counter  derivatives  clearinghouses,  and  elec¬ 
tronic  money  and  emerging  markets. 
Highlights  included  the  introduction  of  a  for¬ 
eign  exchange  settlement  risk  reduction  pro¬ 
gram  and  a  successful  effort  of  the  Bank — 
in  cosponsorship  with  the  International 
Organization  of  Securities  Commissions  and 
the  CPSS — to  develop  a  public  disclosure 
framework  for  securities  settlement  systems. 

One  of  the  Bank’s  strengths  is  its  ability  to 
bring  unique,  high-level  expertise  and  analytical 
skill  to  complex  financial  supervision  issues.  We 
used  this  strength  in  1996  to  contribute  to  the 
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Federal  Reserve’s  international  supervisory  efforts. 
We  played  a  major  role  in  reaching  an  agreement 
with  offshore  supervisors  on  how  banking  opera¬ 
tions  in  their  jurisdictions  will  be  supervised  in 
the  future.  This  agreement  represents  the  first  step 
toward  establishing  an  international  framework 
for  lowering  bank  secrecy  barriers. 

We  also  continued  to  provide  leadership  in 
implementing  and  refining  market-risk  capital 
standards  and  assessing  bank  strategies  for 
managing  specific  risks.  During  the  year,  the 
Bank  created  a  new  capital  markets  training 
program  for  Federal  Reserve  bank  examiners 
and  developed  examination  procedures  for 
reviewing  banks’  payments  and  settlement  sys¬ 
tems.  These  initiatives  will  support  a  Federal 
Reserve  System  effort  in  1997  to  assess  liquid¬ 
ity  and  contingency  planning  at  major  banks. 

In  light  of  the  significant  changes  taking 
place  in  the  financial  services  industry,  this 
Bank  led  a  System-wide  study  of  the  Federal 
Reserve’s  bank  examination  process,  with  a 
view  to  enhancing  its  efficiency  and  effective¬ 
ness.  The  key  finding  of  the  study  was  that  the 
System  should  move  aggressively  to  a  more 
risk-focused  examination  process,  and  we  are 
working  actively  to  this  end. 

Further,  we  have  been  heavily  involved  in 
the  Federal  Reserve’s  development  and  testing 
of  an  integrated  laptop  application  for  field 
examiners  that  will  automate  many  aspects  of 
the  examination  process.  This  product, 
Examiner  Workstation,  will  allow  for  expanded 
electronic  transfer  of  data  from  banks  being 
examined  to  the  Reserve  Banks. 


PROVIDING  HIGH-QUALITY, 
COST-EFFECTIVE  SERVICES 

The  Federal  Reserve  Bank  of  New  York  also 
seeks  to  provide  high-quality,  cost-effective 
payments  and  other  banking  services  that  are 
responsive  to  customer  needs  and  consistent 
with  the  public  interest.  Our  role  in  the  pay¬ 
ments  system  is  unique.  We  are  the  nation’s 
premier  provider  of  electronic  transfer  and 
settlement  services  to  banks  and  the  Treasury; 
we  also  are  the  operating  arm  of  the  Federal 
Reserve  System  in  the  government  securities 
and  foreign  exchange  markets,  and  a  supervisor 
of  the  banks  to  which  we  sell  services. 

This  Bank  has  long  held  to  a  standard  of 
zero  tolerance  for  errors  in  providing  secure  and 
reliable  payments  services.  In  keeping  with  this 
standard,  we  continued  to  develop  and  imple¬ 
ment  automation  systems  and  applications  to 
facilitate  the  Federal  Reserve’s  transition  to 
mainframe  consolidation  and  the  provision  of 
enhanced  electronic  payments  services  over  a 
longer  processing  day. 

Our  major  focus  in  the  check,  cash,  fiscal, 
and  electronic  payments  services  areas  during 
the  year  was  the  implementation  of  aggressive, 
multiyear  strategies  aimed  at  restructuring  oper¬ 
ations  to  improve  efficiency  and,  in  turn,  reduce 
unit  costs.  These  strategies  resulted  in  substantial 
improvement  in  the  Bank’s  operating  perfor¬ 
mance.  The  most  significant  improvements 
were  in  check  processing,  where  the  first  major 
elements  of  a  broad-based  plan  were  put  in 
place.  Actions  taken  in  1996  included  the  clos¬ 
ing  of  the  Jericho  office  in  October  and  the  con¬ 
solidation  of  our  downstate  check-processing 
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A  number  of  changes  were 
made  in  1996  to  improve 
the  efficiency  of  operations 
not  only  at  the  Bank  but 
also  throughout  the 
Federal  Reserve  System. 


operations  at  our  East  Rutherford  Operations 
Center  and  our  District- wide  check  adjustment 
activities  at  the  Utica  office. 

In  1996,  for  the  first  time  since  1928,  the 
United  States  issued  a  newly  designed  currency. 
The  new  $100  banknote  was  issued  in  March; 
other  denominations  are  scheduled  for  issuance 
during  and  after  1 997.  Given  the  widespread  use 
of  U.S.  currency  overseas — about  two-thirds  of 
the  dollar  value  of  all  U.S.  banknotes  circulate 
abroad — there  was  a  need  to  ensure  a  smooth  tran¬ 
sition  to  the  new  $100  banknote  internationally. 

The  Federal  Reserve  Bank  of  New  York  is  the 
principal  distribution  point  for  depository  insti¬ 
tutions  operating  in  the  U.S.  banknote  market 
internationally.  As  such,  the  Bank,  working  with 
the  private  sector,  developed  a  number  of  ve¬ 
hicles  to  ensure  that  the  international  market  has 
ready  supplies  of  the  new  notes.  Our  Cash  and 
Public  Information  staffs  worked  closely  with 
the  Treasury  Department  in  developing  and 
implementing  press  and  public  awareness  pro¬ 
grams  designed  to  promote  acceptance  of  the 
new  banknote. 

In  the  electronic  payments  area,  we  contin¬ 
ued  to  enhance  Fedwire  hinds  and  securities 
transfer  services  for  the  Federal  Reserve  System. 
The  Bank  is  responsible  for  the  management  of 
the  Federal  Reserve  System’s  Wholesale 
Payments  Product  Office,  which  coordinates 
efforts  throughout  the  System  to  maintain  the 
Federal  Reserve’s  funds  transfer  and  book-entry 
systems  as  the  nation’s  premier  large-value  pay¬ 
ments  systems.  During  the  year,  the  Office, 
which  is  headed  by  the  Bank’s  First  Vice 
President,  Ernest  T.  Patrikis,  helped  to  formulate 
nationwide  payments  system  policies.  The 


Office  also  worked  with  private  sector  payments 
systems  to  improve  the  coordination  and  consis¬ 
tency  of  message  format  standards,  and  with  the 
Bank’s  electronic  payments  area  in  anticipation 
of  electronic  payments  processing  over  an 
eighteen-hour  day  through  an  expanded  hinds 
transfer  format. 

In  the  fiscal  services  area,  the  Bank  provided 
support  to  the  Treasury  in  its  plan  to  issue  new 
inflation-indexed  securities  early  in  1997. 

STRENGTHENING  OPERATING 
EFFICIENCY 

A  number  of  changes  were  made  in  1996  to 
improve  the  efficiency  of  operations  not  only  at 
the  Bank  but  also  throughout  the  Federal 
Reserve  System.  These  initiatives  were  taken  in 
response  to  heightened  public  scrutiny  of  the 
Federal  Reserve  and  growing  public  interest  in 
achieving  maximum  efficiency  in  all  govern¬ 
mental  organizations. 

In  1996,  the  Federal  Reserve  System  estab¬ 
lished  a  four-person  special  committee,  of 
which  I  am  a  member,  headed  by  vice  chair  of 
the  Board  of  Governors,  Alice  Rivlin,  to  clarify 
the  proper  future  operating  role  of  the  Federal 
Reserve  in  payments  services.  The  committee’s 
multimonth  work  will  draw  upon  information 
and  analyses  gathered  from  within  and  outside 
the  Federal  Reserve  System,  including  organi¬ 
zations  and  groups  with  a  stake  in  payments 
system  developments  and  issues.  The  Bank’s 
participation  in  this  committee  puts  us  at  the 
leading  edge  of  payments  system  change. 

In  the  Markets  Group,  significant  resources 
were  devoted  during  the  year  to  designing  a 
work  floor  environment  that  consolidates  the 
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Domestic  Open  Market  and  Foreign  Exchange 
Trading  Desks,  thereby  creating  an  opportunity 
for  staff  synergies  and  speedier  decision  mak¬ 
ing.  The  construction  of  this  new  trading  floor 
for  both  domestic  open  market  and  foreign 
exchange  was  substantially  finished  at  year-end 
and  the  new  “Desk”  became  operational  in  the 
first  quarter  of  1997. 

In  addition,  the  Markets  Group  introduced 
several  technological  and  organizational  inno¬ 
vations  designed  to  improve  the  efficiency  of 
trading  operations.  A  new  price  quote  system 
for  traded  U.S.  government  securities  was  inau¬ 
gurated  by  the  Domestic  Open  Market  Desk  to 
replace  the  famous  “chalk  board”  in  the  trading 
room.  The  Desk  also  upgraded  the  Trading 
Room  Automated  Processing  System  used  to 
communicate  with  the  primary  dealers.  On  the 
foreign  exchange  side,  a  new  Electronic 
Brokering  System  was  put  in  place.  The 
Markets  Group  also  completed  a  staff  reorgani¬ 
zation  begun  in  1995  by  establishing  a  dozen 
small  units,  each  with  a  well-defined  set  of  core 
responsibilities. 

The  Emerging  Markets  and  International 
Affairs  Group  was  formed  in  1996  by  combin¬ 
ing  organizational  units  drawn  from  the 
Research,  Bank  Supervision,  and  Foreign  divi¬ 
sions  of  the  Bank.  The  Group  is  charged  with 
preparing  integrated  and  timely  analyses  of  eco¬ 
nomic,  financial,  and  political  developments  in 
emerging  market  countries.  In  fulfilling  its  mis¬ 
sion,  the  Group  has  enabled  the  Bank  to 
improve  its  understanding  of  such  develop¬ 
ments,  strengthen  regional  expertise  and  con¬ 
tacts,  foster  strategic  international  relation¬ 
ships,  and  better  align  technical  assistance 
activities  with  overall  international  objectives. 


In  another  move  to  improve  operating  effi¬ 
ciency  in  1996,  the  Bank  merged  Accounting 
Control  and  Credit  Analysis  with  the  Credit 
and  Risk  Management  function.  The  new  unit 
integrates  the  Bank’s  risk  management  activities 
with  the  administration  of  payments  system 
risk  policies. 


THE  CHALLENGES  AHEAD 

The  Bank  operates  in  an  environment  of 
increasingly  rapid  change  in  banking  and 
financial  markets.  The  challenges  facing  us 
include  determining  how  best  to  manage  this 
change,  how  best  to  adapt  technology  to 
advance  strategic  goals,  and  how  best  to  posi¬ 
tion  the  New  York  Fed  for  leadership  as  we 
approach  the  twenty-first  century.  To  meet 
these  challenges,  the  Bank  is  committed  to 
maintaining  the  highest  standards  of  integrity 
and  excellence,  furthering  the  public  interest, 
and  maintaining  a  supportive  relationship 
with  its  staff.  We  also  welcome  the  notion 
that  change  is  a  constant. 
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The  nature  of  the  Bank’s  work  is  undergo¬ 
ing  a  profound  transformation.  Laptop  com¬ 
puters,  cellular  phones  and  pagers,  fax 
machines,  and  video  conferencing  technology 
are  altering  not  only  how  we  do  our  work,  but 
where  we  do  it.  At  the  Bank,  computer  skills 
are  becoming  a  virtual  prerequisite  for  most 
jobs.  A  number  of  areas,  most  notably  Cash 
and  Bank  Supervision,  have  instituted  new 
workweek  arrangements;  other  areas  have 
introduced  innovative  flex-time  and  work-at- 
home  options.  The  work  force  profile  of  the 
Bank  also  is  changing — toward  a  more  techni¬ 
cal  and  analytical  staff. 
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Looking  ahead,  management  recognizes 
that  the  Bank  will  have  to  expand  its  efforts  to 
build  an  internal  culture  based  on  continuous 
improvement  in  the  quality  and  efficiency  of 
Bank  operations.  To  that  end,  we  will  continue 
to  examine  and  reexamine  all  work  processes 
throughout  the  Bank  to  reduce  costs  and  better 
position  the  Bank  to  advance  strategic  objec¬ 
tives.  We  also  will  work  to  strengthen  the 
Bank’s  position  as  an  employer  of  choice  in  the 
region’s  financial  community  and  will  continue 
to  introduce  “benchmarking”  and  “best  prac¬ 
tice”  standards  into  our  performance  measures. 
Increased  attention  will  be  placed  on  retaining 
high-quality  staff. 


The  reputation  of  the  Federal  Reserve  and, 
indeed,  the  economic  well-being  of  the  nation 
depend  heavily  on  our  success  in  promoting 
economic  growth  and  price  stability.  As  always, 
we  will  seek  even  better  ways  to  meet  this 
tremendous  responsibility.  In  addition,  I  want 
this  Bank  to  be  the  model  for  the  System  of 
how  all  central  banking  operations  and  activi¬ 
ties  can  and  should  be  performed.  Finally,  I 
firmly  believe  that  this  Bank  also  must  con¬ 
tribute  positively  to  meeting  the  social  needs  of 
our  community.  To  achieve  this  goal,  we  will 
continue  to  work  both  independently  and  with 
community  leaders  to  make  the  region  a  better 
place  to  live  and  work. 
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STATEMENT  OF  CONDITION 

(in  millions) 


ASSETS 

December  31,  1996 

December  31,1 995 

Gold  certificates 

$  4,049 

$  4,273 

Special  drawing  rights  certificates 

3,385 

3,903 

Coin 

21 

19 

Items  in  process  of  collection 

1,796 

764 

U.S.  government  and  federal  agency  securities,  net 

169,238 

166,401 

Investments  denominated  in  foreign  currencies 

5,128 

5,654 

Accrued  interest  receivable 

1,657 

1,761 

Bank  premises  and  equipment,  net 

233 

227 

Other  assets 

976 

891 

Total  assets 

$186,483 

$183,893 

LIABILITIES  AND  CAPITAL 

Liabilities: 

Federal  Reserve  notes  outstanding,  net 

$139,364 

$139,004 

Deposits: 

Depository  institutions 

8,167 

8,658 

U.S.  Treasury,  general  account 

7,742 

5,979 

Other  deposits 

177 

426 

Deferred  credit  items 

883 

734 

Statutory  surplus  transfer  due  U.S.  Treasury 

296 

— 

Interest  on  Federal  Reserve  notes  due  U.S.  Treasury 

— 

289 

Interdistrict  settlement  account 

27,599 

26,517 

Accrued  benefit  cost 

136 

129 

Other  liabilities 

43 

43 

Total  liabilities 

184,407 

181,779 

Capital: 

Capital  paid-in 

1,052 

1,057 

Surplus 

1,024 

1,057 

Total  capital 

2,076 

2,114 

Total  liabilities  and  capital 

$186,483 

$183,893 

These  statements  are  prepared  by  Bank  management.  Copies  of  the  external  auditor’s  opinion  on  the  1996 
financial  statements  will  be  made  available  upon  request  to  the  Bank’s  Public  Information  Department.  The 
accompanying  notes  are  an  integral  part  ol  these  financial  statements. 


STATEMENT  OF  INCOME 

for  the  years  ended  December  31,  1996,  and  December  31,  1995 

(in  millions) 


December  31,  1996 

December  31,  1995 

Interest  income: 

Interest  on  U.S.  government  securities 

$9,207 

$9,387 

Interest  on  foreign  currencies 

118 

211 

Interest  on  loans  to  depository  institutions 

1 

2 

Total  interest  income 

9,326 

9,600 

Other  operating  income: 

Income  from  services 

105 

96 

Reimbursable  services  to  government  agencies 

45 

48 

Foreign  currency  gains  (losses),  net 

(444) 

269 

Government  securities  gains,  net 

12 

3 

Other  income 

32 

28 

Total  other  operating  income  (loss) 

(250) 

444 

Operating  expenses: 

Salaries  and  other  benefits 

284 

262 

Occupancy  expense 

43 

38 

Equipment  expense 

37 

37 

Cost  of  unreimbursed  Treasury  services 

4 

3 

Assessments  by  Board  of  Governors 

183 

190 

Other  expenses 

116 

98 

Total  operating  expenses 

667 

628 

Income  before  cumulative  effect  of  accounting  change 

8,409 

9,416 

Cumulative  effect  of  change  in  accounting  principle 

— 

(16) 

Net  income  before  net  periodic  pension  expense 

8,409 

9,400 

Net  periodic  pension  credit 

(141) 

(119) 

Net  income  prior  to  distribution 

$8,550 

$9,519 

Distribution  of  net  income: 

Dividends  paid  to  member  banks 

65 

61 

Transferred  to  surplus 

(5) 

69 

Payments  to  U.S.  Treasury  as  interest  on 

Federal  Reserve  notes 

6,119 

9,389 

Payments  to  U.S.  Treasury  as  required  by  statute 

2,371 

— 

Total  distribution 

$8,550 

$9,519 

These  statements  are  prepared  by  Bank  management.  Copies  of  the  external  auditor’s  opinion  on  the  1996 
financial  statements  will  be  made  available  upon  request  to  the  Bank’s  Public  Information  Department.  The 
accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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STATEMENT  OF  CHANGES  IN  CAPITAL 

for  the  years  ended  December  31,  1996,  and  December  31,  1995 

(in  millions) 


Capital  Paid-in 

Surplus 

Total  Capital 

Balance  at  January  1,  1995 
(19,752,655  shares) 

$  988 

$  988 

$1,976 

Net  income  transferred  to  surplus 

— 

69 

69 

Net  change  in  capital  stock 
issued  (1,379,658  shares) 

$  69 

— 

$  69 

Balance  at  December  31,  1995 
(21,132,313  shares) 

1,057 

1,057 

2,114 

Net  income  transferred  to  surplus 

— 

(5) 

(5) 

Statutory  surplus  transfer  to 
the  U.S.  Treasury 

— 

(28) 

(28) 

Net  change  in  capital  stock 
(redeemed)  ((104,392)  shares) 

$  (5) 

— 

$  (5) 

Balance  at  December  31,  1996 
(21,027,921  shares) 

$1,052 

$1,024 

$2,076 

These  statements  are  prepared  by  Bank  management.  Copies  of  the  external  auditor’s  opinion  on  the  1996 
financial  statements  will  be  made  available  upon  request  to  the  Bank’s  Public  Information  Department.  The 
accompanying  notes  are  an  integral  part  of  these  financial  statements. 
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FEDERAL  RESERVE  BANK  OF  NEW  YORK 

Notes  to  Financial  Statements 


1.  ORGANIZATION 

The  Federal  Reserve  Bank  of  New  York  (“Bank”) 
is  part  of  the  Federal  Reserve  System  (“System”) 
created  by  Congress  under  the  Federal  Reserve 
Act  of  1913  (“Federal  Reserve  Act”),  which  estab¬ 
lished  the  central  bank  of  the  United  States.  The 
System  consists  of  the  Board  of  Governors  of  the 
Federal  Reserve  System  (“Board  of  Governors”) 
and  twelve  Federal  Reserve  Banks  (“Reserve 
Banks”).  The  Reserve  Banks  are  chartered  by  the 
federal  government  and  possess  a  unique  set  of 
governmental,  corporate,  and  central  bank 
characteristics.  Other  major  elements  of  the 
System  are  the  Federal  Open  Market  Committee 
(“FOMC”)  and  the  Federal  Advisory  Council. 
The  Reserve  Banks  are  exempt  from  federal, 
state,  and  local  taxes,  except  for  taxes  on  real 
property. 

Structure 

The  Bank  and  its  branch  in  Buffalo  serve  the 
Second  Federal  Reserve  District,  which  includes 
the  state  of  New  York,  twelve  northern 
counties  of  New  Jersey,  and  Fairfield  County, 
Connecticut,  as  well  as  the  Commonwealth  of 
Puerto  Rico  and  the  U.S.  Virgin  Islands.  In 
accordance  with  the  Federal  Reserve  Act,  super¬ 
vision  and  control  of  the  Bank  is  exercised  by  a 
Board  of  Directors  chosen  partly  by  nomina¬ 
tion  and  election  by  member  banks  and  partly 
by  the  Board  of  Governors.  Banks  that  are 
members  of  the  System  include  all  national 
banks  and  any  state-chartered  bank  that  applies 
and  is  approved  for  membership  in  the  System. 


Board  of  Directors 

The  Federal  Reserve  Act  specifies  the  composi¬ 
tion  of  Reserve  Bank  boards  of  directors.  Each 
board  is  composed  of  nine  members  serving 
three-year  terms:  three  directors,  including 
those  designated  as  Chairman  and  Deputy 
Chairman,  are  appointed  by  the  Board  of 
Governors  and  six  directors  are  elected  by  mem¬ 
ber  banks.  Of  the  six  elected  by  member  banks, 
three  represent  the  public  and  three  represent 
member  banks.  Member  banks  are  divided  into 
three  classes  according  to  size.  Member  banks  in 
each  class  elect  one  director  representing  mem¬ 
ber  banks  and  one  representing  the  public.  In 
any  election  of  directors,  each  member  bank 
receives  one  vote,  regardless  of  the  number  of 
shares  of  Reserve  Bank  stock  it  holds. 

2.  OPERATIONS  AND  SERVICES 

The  System  performs  a  variety  of  services  and 
operations.  Functions  include:  formulating 
and  conducting  monetary  policy;  participating 
actively  in  the  payments  mechanism,  including 
large-dollar  transfers  of  funds,  automated  clear¬ 
ing  house  operations,  and  check  processing; 
distribution  of  coin  and  currency;  fiscal  agency 
functions  for  the  U.S.  Treasury  and  certain  fed¬ 
eral  agencies;  serving  as  the  federal  govern¬ 
ment’s  bank;  providing  short-term  loans  to 
depository  institutions;  serving  the  consumer 
and  the  community  by  providing  educational 
materials  and  information  regarding  consumer 
laws;  supervising  bank  holding  companies, 
state  member  banks,  and  U.S.  offices  of  foreign 
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banking  organizations;  and  administering  other 
regulations  of  the  Board  of  Governors.  The 
Board  of  Governors’  operating  costs  are  funded 
through  assessments  on  the  Reserve  Banks. 

3.  SIGNIFICANT  ACCOUNTING 
POLICIES 

Specialized  accounting  principles  for  entities 
with  the  unique  powers  and  responsibilities  of 
the  nation’s  central  bank  have  not  been  formu¬ 
lated  by  the  Financial  Accounting  Standards 
Board.  The  Board  of  Governors  has  developed 
specialized  accounting  principles  and  practices 
that  it  believes  are  appropriate  for  the  signifi¬ 
cantly  different  nature  and  function  of  a  central 
bank  as  compared  to  the  private  sector.  These 
accounting  principles  and  practices  are  generally 
documented  in  the  “Financial  Accounting 
Manual  for  Federal  Reserve  Banks”  (the 
“Financial  Accounting  Manual”),  which  is  pub¬ 
lished  by  the  Board  of  Governors.  All  Reserve 
Banks  are  required  to  adopt  and  apply  account¬ 
ing  policies  and  practices  that  are  consistent  with 
the  Financial  Accounting  Manual.  The  financial 
statements  have  been  prepared  in  accordance 
with  the  Financial  Accounting  Manual. 
Differences  exist  between  the  policies  of  the 
Reserve  Banks  and  generally  accepted  account¬ 
ing  principles  (“GAAP”).  The  primary  differ¬ 
ence  is  the  presentation  of  all  security  holdings  at 
amortized  cost  rather  than  at  the  fair  value  pre¬ 
sentation  requirements  of  GAAP,  and  the 
accounting  for  matched  sale-purchase  transac¬ 
tions  as  separate  sales  and  purchases,  rather  than 
secured  borrowings  with  pledged  collateral,  as  is 
required  by  GAAP.  Accounting  policies  and 
practices  for  U.S.  government  and  federal 
agency  securities  and  investments  denominated 
in  foreign  currencies  are  further  described  in 


note  3(d).  In  addition,  the  Bank  has  elected  not 
to  include  a  Statement  of  Cash  Flows,  as  the  liq¬ 
uidity  and  cash  position  of  the  Bank  are  not  of 
primary  concern  to  users  of  these  financial  state¬ 
ments.  Other  information  regarding  the  Bank’s 
activities  is  provided  in,  or  may  be  derived  from, 
the  Statements  of  Condition,  Income,  and 
Changes  in  Capital.  Therefore,  a  Statement  of 
Cash  Flows  would  not  provide  any  additional 
useful  information.  There  are  no  other  signifi¬ 
cant  differences  between  the  policies  outlined  in 
the  Financial  Accounting  Manual  and  GAAP. 
The  preparation  of  the  financial  statements  in 
conformity  with  the  Financial  Accounting 
Manual  requires  management  to  make  estimates 
and  assumptions  that  affect  the  reported 
amounts  of  assets  and  liabilities  and  disclosure  of 
contingent  assets  and  liabilities  at  the  date  of  the 
financial  statements  and  the  reported  amounts 
of  income  and  expenses  during  the  reporting 
period.  Actual  results  could  differ  from  those 
estimates.  Unique  accounts  and  significant 
accounting  policies  are  explained  below. 

a.  Gold  Certificates 

The  Secretary  of  the  Treasury  is  authorized  to 
issue  gold  certificates  to  the  Reserve  Banks  to 
monetize  gold  held  by  the  U.S.  Treasury. 
Payment  for  the  gold  certificates  by  the  Reserve 
Banks  is  made  by  crediting  equivalent  amounts 
in  dollars  into  the  account  established  for  the 
U.S.  Treasury.  These  gold  certificates  held  by 
the  System  are  required  to  be  backed  by  the 
gold  of  the  U.S.  Treasury.  The  U.S.  Treasury 
may  reacquire  the  gold  certificates  at  any  time 
and  the  Reserve  Banks  must  deliver  them  to  the 
U.S.  Treasury.  At  such  rime,  the  U.S.  Treasury’s 
account  is  charged  and  the  Reserve  Banks’  gold 
certificate  account  is  lowered.  The  value  of  gold 
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for  purposes  of  backing  the  gold  certificates  is 
set  by  law  at  $42  2/9  a  fine  troy  ounce.  The 
Board  of  Governors  allocates  the  gold  certifi¬ 
cates  among  Reserve  Banks  once  a  year  based 
upon  Federal  Reserve  notes  outstanding  in 
each  District. 

b.  Special  Drawing  Rights  Certificates 

Special  drawing  rights  (“SDRs”)  are  issued  by 
the  International  Monetary  Fund  (“the  Fund”) 
to  its  members  in  proportion  to  each  member’s 
quota  in  the  Fund  at  the  time  of  issuance.  SDRs 
serve  as  a  supplement  to  international  monetary 
reserves  and  may  be  transferred  from  one  national 
monetary  authority  to  another.  Under  the  law 
providing  for  United  States  participation  in  the 
SDR  system,  the  Secretary  of  the  U.S.  Treasury 
is  authorized  to  issue  SDR  certificates,  some¬ 
what  like  gold  certificates,  to  the  Reserve  Banks. 
At  such  time,  equivalent  amounts  in  dollars  are 
credited  to  the  account  established  for  the  U.S. 
Treasury,  and  the  Reserve  Banks’  SDR  certificate 
account  is  increased.  The  Reserve  Banks  are 
required  to  purchase  SDRs,  at  the  direction  of 
the  U.S.  Treasury,  for  the  purpose  of  financing 
SDR  certificate  acquisitions  or  for  financing 
exchange  stabilization  operations. 

c.  Loans  to  Depository  Institutions 

The  Depository  Institutions  Deregulation  and 
Monetary  Control  Act  of  1980  provides  that  all 
depository  institutions  that  maintain  reservable 
transaction  accounts  or  nonpersonal  time 
deposits,  as  defined  in  Regulation  D  issued  by 
the  Board  of  Governors,  have  borrowing  privi¬ 
leges  at  the  discretion  of  the  Reserve  Banks. 
Borrowers  execute  certain  lending  agreements 
and  deposit  sufficient  collateral  before  credit  is 
extended.  Loans  are  evaluated  for  collectibility, 
and  currently  all  are  considered  collectible  and 


fully  collateralized.  If  any  loans  were  deemed  to 
be  uncollectible,  an  appropriate  reserve  would  be 
established.  Interest  is  recorded  on  the  accrual 
method  and  is  charged  at  the  discount  rate 
established  at  least  every  fourteen  days  by  the 
Board  of  Directors  of  the  Bank,  subject  to  review 
by  the  Board  of  Governors.  However,  Reserve 
Banks  retain  the  option  to  impose  a  surcharge 
above  that  rate  in  certain  circumstances. 

d.  U.S.  Government  and  Federal  Agency 

Securities  and  Investments  Denominated 

in  Foreign  Currencies 

The  FOMC  is  composed  of  members  of  the 
Board  of  Governors,  the  Bank  president  and,  on 
a  rotating  basis,  four  other  Reserve  Bank  presi¬ 
dents.  The  FOMC  has  designated  the  Bank  to 
execute  open  market  transactions  on  its  behalf 
and  to  hold  the  resulting  securities  in  the  portfo¬ 
lio  known  as  the  System  Open  Market  Account 
(“SOMA”).  The  FOMC  establishes  policy 
regarding  open  market  operations,  oversees  these 
operations,  and  issues  authorizations  and  direc¬ 
tives  to  the  Bank  for  its  execution  of  transactions. 
Authorized  transaction  types  include  direct 
purchases  and  sales  of  securities,  matched  sale- 
purchase  transactions,  and  the  purchase  of  secu¬ 
rities  under  agreements  to  resell.  These  transac¬ 
tions  are  conducted  in  U.S.  government  and  fed¬ 
eral  agency  securities.  All  balances  and  related 
income  arising  from  these  transactions,  other 
than  securities  purchased  under  agreements  to 
resell,  are  participated,  or  designated,  to  each 
Reserve  Bank.  All  securities  purchased  under 
agreements  to  resell  are  designated  to  the  Bank. 

Specifically,  the  Bank  provides  or  absorbs 
reserve  deposits  of  depository  institutions  by 
purchasing  or  selling  government  securities, 
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respectively,  in  the  open  market.  While  the 
application  of  current  market  prices  to  the 
securities  currently  held  by  the  Reserve  Banks 
may  result  in  values  substantially  above  or 
below  their  carrying  values,  these  unrealized 
changes  in  value  would  have  no  necessary  effect 
on  the  quantity  of  reserves  available  to  the 
banking  system  or  on  the  prospects  for  future 
Reserve  Bank  earnings  or  capital. 

Matched  sale-purchase  transactions  are 
generally  overnight  transactions  in  which  the 
Bank  sells  a  security  and  buys  it  back  the  next 
day  at  the  rate  specified  at  the  commencement 
of  the  transaction.  These  transactions  are 
accounted  for  as  separate  sale  and  purchase 
transactions.  At  December  31,  1996,  and 
December  31,  1995,  matched  sale-purchase 
transactions  involving  U.S.  government  securi¬ 
ties  with  par  values  of  $13  billion  and  $12  bil¬ 
lion,  respectively,  were  outstanding. 

In  addition  to  authorizing  and  directing 
operations  in  the  domestic  securities  market, 
the  FOMC  authorizes  and  directs  the  Bank  to 
execute  operations  in  foreign  markets  for  major 
currencies  and,  to  the  extent  possible,  invest  the 
resulting  balances.  The  portfolio  for  each  for¬ 
eign  currency  shall  generally  have  an  average 
duration  of  no  more  than  eighteen  months. 
Balances  and  changes  in  balances  of  invest¬ 
ments  denominated  in  foreign  currencies  arise 
from  transactions  to  counter  disorderly  condi¬ 
tions  in  exchange  markets  and  other  needs 
specified  by  the  FOMC  in  carrying  out  the 
System’s  central  bank  responsibilities. 

Although  the  portfolios  of  U.S.  govern¬ 
ment  and  federal  agency  securities  and  invest¬ 
ments  denominated  in  foreign  currencies 


generate  interest  income  and  transactions  can 
result  in  gains  or  losses  when  holdings  are  sold 
prior  to  maturity,  decisions  regarding  these 
investments,  including  their  purchase  and  sale, 
are  motivated  by  monetary  policy  objectives 
rather  than  profit.  Accordingly,  earnings  and 
any  gains  or  losses  resulting  from  the  sale  of 
such  currencies  and  securities  are  incidental  to 
the  open  market  operations  and  do  not  moti¬ 
vate  its  activities  or  policy  decisions. 

In  order  to  ensure  the  effective  conduct  of 
the  domestic  securities  market,  the  FOMC 
authorizes  the  Reserve  Banks  ro  lend  U.S. 
government  securities  held  in  the  SOMA  to 
securities  dealers  and  to  banks  participating  in 
U.S.  government  securities  clearing  arrange¬ 
ments  conducted  through  a  Reserve  Bank, 
under  such  instructions  as  the  FOMC  may 
specify  from  time  to  time.  At  December  31, 
1996,  and  December  31,  1995,  U.S.  govern¬ 
ment  securities  with  par  values  of  $489  million 
and  $  1  billion,  respectively,  were  loaned  by  the 
Bank.  These  securities-lending  transactions  are 
fully  collateralized  by  other  U.S.  government 
securities.  FOMC  policy  requires  the  Bank  to 
take  possession  of  the  collateral  in  amounts  in 
excess  of  the  market  values  of  the  securities 
loaned.  The  market  values  of  the  collateral  and 
the  securities  loaned  are  monitored  by  the  Bank 
on  a  daily  basis,  with  additional  collateral 
obtained  as  necessary.  The  securities  loaned 
continue  to  be  held  in  SOMA.  Income  earned 
by  the  Bank  on  securities-lending  transactions 
is  reported  as  a  component  of  “Other  income.” 

In  accordance  with  the  Federal  Reserve  Act, 
and  as  further  explained  in  note  3(g),  all 
domestic  securities  and  investments  denomi¬ 
nated  in  foreign  currencies  held  by  the  Bank  are 
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pledged  as  collateral  for  net  Federal  Reserve 
notes  outstanding. 

e.  Bank  Premises  and  Equipment 

Bank  premises  and  equipment  are  stated  at  cost 
less  accumulated  depreciation.  Depreciation  is 
calculated  on  a  straight-line  basis  over  estimated 
useful  lives  of  assets  ranging  from  two  to  fifty 
years.  New  assets,  major  alterations,  renova¬ 
tions,  and  improvements  are  capitalized  at 
cost  as  additions  to  the  asset  accounts. 
Maintenance,  repairs,  and  minor  replacements 
are  charged  to  operations  in  the  year  incurred. 

f.  Interdistrict  Settlement  Account 

At  the  close  of  business  each  day,  all  Reserve 
Banks  and  branches  assemble  the  payments  due 
to  or  from  other  Reserve  Banks  and  branches  as 
a  result  of  transactions  involving  accounts 
residing  in  other  Districts  that  occurred  during 
the  day’s  operations.  Such  transactions  may 
include  funds  settlement,  check  and  automated 
clearinghouse  (“ACH”)  clearing  operations, 
and  allocations  of  shared  expenses.  The  cumu¬ 
lative  net  amount  owed  from  or  due  to  other 
Reserve  Banks  is  reported  as  the  “Interdistrict 
settlement  account.” 

g.  Federal  Reserve  Notes 

Federal  Reserve  notes  are  the  circulating  cur¬ 
rency  of  the  United  States.  These  notes  are 
issued  through  the  various  Federal  Reserve 
agents  to  the  Reserve  Banks  upon  deposit  with 
such  agents  of  certain  classes  of  collateral  secu¬ 
rity,  typically  U.S.  government  securities.  These 
notes  are  identified  as  issued  to  a  specific 
Reserve  Bank.  The  Federal  Reserve  Act  pro¬ 
vides  that  the  collateral  security  tendered  by  the 
Reserve  Bank  to  the  Federal  Reserve  agent  must 


be  equal  to  the  sum  of  the  notes  applied  for  by 
such  Reserve  Bank.  The  collateral  value  is  equal 
to  the  par  value  of  the  securities  tendered.  The 
Board  of  Governors  may,  at  any  time,  call  upon 
a  Reserve  Bank  for  additional  security  to  ade¬ 
quately  collateralize  the  Federal  Reserve  notes. 
To  satisfy  its  obligation  to  provide  sufficient 
collateral  for  its  outstanding  Federal  Reserve 
notes,  the  Reserve  Banks  have  entered  into  an 
agreement  that  provides  that  certain  assets  of 
the  Reserve  Banks  are  jointly  pledged  as  collat¬ 
eral  for  the  Federal  Reserve  notes  of  all  Reserve 
Banks.  In  the  event  that  this  collateral  is  insuf¬ 
ficient,  the  Act  provides  that  Federal  Reserve 
notes  become  a  first  and  paramount  lien  on  all 
the  assets  of  the  Reserve  Banks.  Finally,  as 
obligations  of  the  United  States,  Federal 
Reserve  notes  are  backed  by  the  full  faith  and 
credit  of  the  U.S.  government.  The  “Federal 
Reserve  notes  outstanding,  net”  account  repre¬ 
sents  Federal  Reserve  notes  reduced  by  cash 
held  in  the  vaults  of  the  Reserve  Banks  of 
$44,004  million  and  $28,541  million  at 
December  31,  1996,  and  December  31,  1995, 
respectively. 

h.  Capital  Paid-in 

The  Federal  Reserve  Act  requires  that  each 
member  bank  subscribe  to  the  capital  stock  of 
the  Reserve  Bank  in  an  amount  equal  to  6  per¬ 
cent  of  the  capital  and  surplus  of  the  member 
bank.  As  a  member  bank’s  capital  and  surplus 
change,  its  holdings  of  the  Reserve  Bank’s  stock 
must  be  adjusted.  Member  banks  are  those  state- 
chartered  banks  that  apply  and  are  approved  for 
membership  in  the  System  and  all  national 
banks.  Currently,  only  one-half  of  the  subscrip¬ 
tion  is  paid-in  and  the  remainder  is  subject  to 
call.  These  shares  are  nonvoting  with  a  par  value 
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of  $  100.  They  may  not  be  transferred  or  hypoth¬ 
ecated.  By  law,  each  member  bank  is  entitled  to 
receive  an  annual  dividend  of  6  percent  on  the 
paid-in  capital  stock.  This  cumulative  dividend 
is  paid  semiannually.  A  member  bank  is  liable 
for  Reserve  Bank  liabilities  up  to  twice  the  par 
value  of  stock  subscribed  by  it. 

i.  Surplus 

The  Board  of  Governors  requires  Reserve 
Banks  to  maintain  a  surplus  equal  to  the 
amount  of  capital  paid-in  as  of  December  31  of 
the  prior  year.  This  amount  is  intended  to  pro¬ 
vide  additional  capital  and  reduce  the  possibil¬ 
ity  that  the  Reserve  Banks  would  be  required  to 
call  on  member  banks  for  additional  capital. 
Reserve  Banks  are  required  by  the  Board  of 
Governors  to  transfer  to  the  U.S.  Treasury 
excess  earnings,  after  providing  for  the  costs  of 
operations,  payment  of  dividends,  and  reserva¬ 
tion  of  an  amount  necessary  to  equate  surplus 
with  capital  paid-in.  Prior  to  October  1,  1996, 
this  payment  represented  payment  of  interest 
on  Federal  Reserve  notes  outstanding. 

The  Omnibus  Budget  Reconciliation  Act 
of  1993  (Public  Law  103-66,  Section  3002) 
codified  the  existing  Board  surplus  policies  as 
statutory  surplus  transfers,  rather  than  as  pay¬ 
ments  of  interest  on  Federal  Reserve  notes,  for 
federal  government  fiscal  years  1997  (which 
began  on  October  1,  1996)  and  1998.  In  addi¬ 
tion,  the  legislation  directs  the  Reserve  Banks 
to  transfer  to  the  U.S.  Treasury  additional  sur¬ 
plus  funds  of  $106  million  and  $107  million 
during  fiscal  years  1997  and  1998,  respectively. 
Reserve  Banks  are  not  permitted  to  replenish 
surplus  for  these  amounts  during  this  time. 
The  Reserve  Banks  transferred  $106  million  to 
the  U.S.  Treasury  on  October  1,  1996.  The 


Bank  transferred  $28  million  from  surplus  on 
October  1,  1996,  as  its  share  of  this  payment. 

In  the  event  of  losses,  payments  to  the  U.S. 
Treasury  are  suspended  until  such  losses  are 
recovered  through  subsequent  earnings.  Weekly 
payments  to  the  U.S.  Treasury  vary  significantly. 

j.  Cost  of  Unreimbursed  Treasury  Services 

The  Bank  is  required  by  the  Federal  Reserve 
Act  to  serve  as  fiscal  agent  and  depository  of  the 
United  States.  By  statute,  the  Department  of 
the  Treasury  is  permitted,  but  not  required,  to 
pay  for  these  services.  The  costs  of  providing 
fiscal  agency  and  depository  services  to  the 
Treasury  Department  that  have  been  billed  but 
will  not  be  paid  are  reported  as  the  “Cost  of 
unreimbursed  Treasury  services.” 

k.  Accounting  Change 

Effective  January  1,  1995,  the  Financial 

Accounting  Manual  was  changed  to  require  the 
Bank  to  use  the  accrual  method  of  accounting  to 
recognize  the  obligation  to  provide  benefits  to  for¬ 
mer  or  inactive  employees,  consistent  with  the 
requirements  of  Statement  of  Financial 
Accounting  Standards  (“SFAS”)  No.  112, 
“Employers’  Accounting  for  Postemployment 
Benefits.”  Prior  to  1995,  the  Bank  recognized 
costs  for  postemployment  benefits  when  paid.  The 
cumulative  effect  of  this  change  in  accounting  for 
benefits  was  recognized  by  the  Bank  as  a  one-time 
charge  to  expense  of  $12  million.  Additionally, 
the  Bank  recognized  an  increase  in  1995  operating 
expenses  of  approximately  $  1  million  as  a  result  of 
the  change  in  accounting  lor  these  costs. 

Effective  January  1,  1995,  the  Bank  also  began 
accruing  a  liability  for  employees’  rights  to  receive 
compensation  for  future  absences  consistent  with 
SFAS  No.  43,  “Accounting  for  Compensated 
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Absences.’  Prior  to  1995,  the  Bank  recognized 
these  costs  when  paid.  The  cumulative  effect  of 
this  change  in  accounting  for  compensated 
absences  was  recognized  by  the  Bank  as  a  one-time 
charge  to  expense  of  $4  million.  Ongoing  operat¬ 
ing  expenses  for  the  year  ended  December  31, 
1995,  were  not  materially  affected  by  the  change 
in  accounting  for  these  costs. 

4.  U.S.  GOVERNMENT  AND 

FEDERAL  AGENCY  SECURITIES 

U.S.  government  and  federal  agency  securities 
include  securities  held  under  agreements  to 
resell  and  the  Bank’s  designated  interest  in  secu¬ 
rities  bought  outright,  which  are  held  in  the 
SOMA  at  the  Bank.  The  Bank’s  designated 
percentage  interest  is  derived  from  an  annual 
settlement,  performed  in  April  of  each  year,  of 
interdistrict  clearings  and  equalization  among 
the  Reserve  Banks  of  gold  certificate  holdings 


to  Federal  Reserve  notes  outstanding.  The 
Bank’s  designated  interest  in  securities  bought 
outright  was  approximately  37.190  percent  and 
39.745  percent  at  December  31,  1996,  and 
December  31,  1995,  respectively. 

U.S.  government  and  federal  agency  securi¬ 
ties  are  recorded  at  cost  on  a  settlement-date 
basis,  adjusted  for  the  amortization  of  premiums 
and  accretion  of  discounts.  Gains  and  losses 
resulting  from  sales  of  securities  are  determined 
for  each  specific  issue  based  on  average  cost. 
Interest  income  is  recorded  on  the  accrual 
method.  Interest  income  and  gains  and  losses 
on  the  sale  of  these  securities  are  allocated  to 
the  Bank  based  on  its  designated  interest  in  the 
total  portfolio  and  are  reported  as  “Interest  on 
U.S.  government  securities”  and  “Government 
securities  gains,  net,”  respectively. 


Total  U.S.  government  and  federal  agency  securities  bought  outright,  which  are  held  in  the 
SOMA,  and  the  Bank’s  designated  interest  at  December  31,  1996,  and  December  31,  1995,  were 
as  follows  (in  millions): 


December  31,  1996 

December  31,  1995 

Total  Bought 

Designated 

Total  Bought 

Designated 

Outright 

to  Bank 

Outright 

to  Bank 

Par  value: 

Federal  agency 

$  2,225 

$  827 

$  2,634 

$  1,047 

U.S.  Treasury: 

Bills 

190,646 

70,901 

183,116 

72,780 

Notes 

150,922 

56,127 

151,013 

60,021 

Bonds 

49,339 

18,349 

44,069 

17,515 

Total  par  value 

393,132 

146,204 

380,832 

151,363 

Unamortized  premiums 

4,677 

1,739 

4,508 

1,792 

Unaccreted  discounts 

(3,548) 

(1,319) 

(3,477) 

(1,382) 

$394,261 

$146,624 

$381,863 

$151,773 
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U.s.  government  and  federal  agency  securities  held  in  the  SOMA  under  agreements  to  resell  at 
December  31,  1996,  and  December  31,  1995,  were  as  follows  (in  millions): 


December  31,  1996 

December  31,  1995 

Par  value: 

Federal  agency 

$  1,612 

$  1,100 

U.S.  Treasury 

19,971 

12,762 

Total  par  value 

21,583 

13,862 

Unamortized  premiums 

1,327 

903 

Unaccreted  discounts 

(296) 

(137) 

$22,614 

$14,628 

These  balances  have  been  designated  solely  to  the  Bank. 

The  maturities  of  U.S.  government  and  federal  agency  securities  bought  outright,  which  are  held 
in  the  SOMA,  at  December  31,  1996,  were  as  follows  (in  millions): 

Maturities  of  Securities  Held 

Par  Value,  December  31,  1996 

U.S.  Government 

Securities 

Federal  Agency 
Obligations 

Total 

Within  15  days 

$  7,875 

$  450 

$  8,325 

16  days  to  90  days 

89,036 

541 

89,577 

91  days  to  1  year 

122,780 

232 

123,012 

Over  1  year  to  5  years 

95,608 

520 

96,128 

Over  5  years  to  1 0  years 

33,782 

457 

34,239 

Over  1 0  years 

41,826 

25 

41,851 

Total 

$390,907 

$2,225 

$393,132 
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The  maturities  of  U.S.  government  and  federal  agency  securities  bought  outright,  which  are 
designated  to  the  Bank,  at  December  31,  1996,  were  as  follows  (in  millions): 

 Par  Value,  December  31,  1996 


U.S.  Government  Federal  Agency 

Maturities  of  Securities  Held_ Securities  Obligations  Total 


Within  15  days 

$  2,929 

$167 

$  3,096 

16  days  to  90  days 

33,112 

201 

33,313 

91  days  to  1  year 

45,662 

86 

45,748 

Over  1  year  to  5  years 

35,556 

194 

35,750 

Over  5  years  to  1 0  years 

12,563 

170 

12,733 

Over  10  years 

15,555 

9 

15,564 

Total 

$145,377 

$827 

$146,204 

The  resell  date  for  securities  purchased  under  agreements  to  resell  does  not  exceed  fifteen 
days  after  the  purchase  date. 


5.  INVESTMENTS  DENOMINATED 
IN  FOREIGN  CURRENCIES 

The  Bank,  on  behalf  of  the  Reserve  Banks, 
holds  foreign  currency  deposits  with  foreign 
central  banks  and  the  Bank  for  International 
Settlements  and  invests  in  foreign  government 
debt  instruments.  Foreign  government  debt 
instruments  held  include  both  securities 
bought  outright  and  securities  held  under 
agreements  to  resell.  These  investments  are 
guaranteed  as  to  principal  and  interest  by  the 
foreign  governments.  Each  Reserve  Bank  is 
allocated  a  share  of  foreign-currency-denominated 
assets  based  on  the  ratio  of  its  capital  and 
surplus  to  aggregate  capital  and  surplus  at  the 
preceding  December  31.  The  Bank’s  allocated 
share  of  investments  denominated  in  foreign 
currencies  was  approximately  26.639  percent 
and  26.814  percent  at  December  31,  1996,  and 
December  31,  1995,  respectively. 


Investments  denominated  in  foreign  cur¬ 
rencies  are  recorded  at  cost  on  a  settlement 
date  basis,  adjusted  for  amortization  of 
premiums  and  accretion  of  discounts.  Foreign- 
currency-denominated  assets  of  the  Reserve 
Banks  are  revalued  monthly  at  current  market 
exchange  rates  in  order  to  report  these  assets 
in  U.S.  dollars.  Gains  and  losses  resulting 
from  sales  of  securities  are  determined  using 
the  average  cost  method.  Interest  income  is 
recorded  on  the  accrual  basis.  Realized  and 
unrealized  foreign  currency  gains  and  losses 
and  interest  income  are  allocated  to  the  Bank 
based  on  its  designated  interest  in  the  total 
portfolio  and  are  reported  as  “Foreign  cur¬ 
rency  gains  (losses),  net”  and  “Interest  on 
foreign  currencies,”  respectively. 
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Total  investments  denominated  in  foreign  currencies,  valued  at  current  exchange  rates  at 
December  31,  1996,  and  December  31,  1995,  and  the  Bank’s  designated  share,  were  as 
follows  (in  millions): 

December  31,  1996  December  31,  1995 
Total  Foreign  Designated  Total  Foreign  Designated 
Currencies  to  Bank  Currencies  to  Bank 

German  marks: 


Foreign  currency  deposits 

Government  debt  instruments 

$10,253 

$2,731 

$12,329 

$3,306 

including  agreements  to  resell 

2,777 

740 

1,186 

318 

Japanese  yen: 

Foreign  currency  deposits 

Government  debt  instruments 

637 

170 

739 

198 

including  agreements  to  resell 

5,515 

1,469 

6,130 

1,644 

Mexican  pesos: 

Foreign  currency  swap 

■ — 

— 

602 

161 

Accrued  interest 

87 

23 

118 

32 

Total  foreign  currencies 

$19,269 

$5,133 

$21,104 

$5,659 

In  addition  to  the  balances  reflected  above, 
$5  million  in  unearned  interest  collected  on 
certain  foreign  currency  holdings  was  also 
reflected  as  “Investments  denominated  in  for¬ 
eign  currencies”  at  December  31,  1996,  and 
December  31,  1995.  This  balance  has  been 
designated  solely  to  the  Bank. 

The  Bank  is  authorized  by  the  FOMC  to 
bold  balances  of  and  to  execute  spot  and 
forward  foreign  exchange  contracts  to  receive 
or  to  deliver  the  currencies  of  fourteen  foreign 
countries.  Foreign  exchange  contracts  are 
contractual  agreements  between  two  parties  to 
exchange  specified  currencies,  at  a  specified 


price,  on  a  specified  date.  Spot  foreign  con¬ 
tracts  normally  settle  two  days  after  the  trade 
date,  whereas  the  settlement  date  on  forward 
contracts  is  negotiated  between  the  contract¬ 
ing  parties,  but  will  extend  beyond  two  days 
from  the  trade  date.  The  Bank  generally  enters 
into  spot  contracts,  with  any  forward  con¬ 
tracts  generally  limited  to  the  second  leg 
of  a  swap/warehousing  transaction.  As  of 
December  31,  1996,  and  December  31,  1995, 
the  Bank  had  no  open  foreign  exchange  con¬ 
tracts  except  as  noted  below. 

At  the  direction  of  the  FOMC,  the  Bank  is 
authorized  to  maintain  reciprocal  currency 
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arrangements  (“F/X  swaps”)  for  periods  up  to 
a  maximum  of  twelve  months  with  various 
foreign  central  banks.  An  F/X  swap  is  a  renew¬ 
able,  short-term  reciprocal  currency  arrange¬ 
ment,  generally  for  up  to  one  year,  between 
two  parties — the  Bank,  on  behalf  of  the 
Reserve  Banks,  and  an  authorized  foreign  cen¬ 
tral  bank — who  agree  to  exchange  their  cur¬ 
rencies  up  to  a  prearranged  maximum  amount 
and  for  an  agreed  upon  period  of  time,  at  an 
agreed  upon  interest  rate.  These  arrangements 
give  the  Federal  Reserve  temporary  access  to 
the  foreign  currencies  that  it  needs  for  inter¬ 
vention  operations  to  support  the  dollar  and 
give  the  partner  foreign  central  bank  tempo¬ 
rary  access  to  dollars  it  needs  to  support  its 
own  currencies.  Drawings  under  the  F/X  swap 
arrangements  can  be  initiated  by  either  the 
Bank  or  the  partner  foreign  central  bank. 

The  F/X  swaps  are  structured  so  that  the 
party  initiating  the  transaction  (the  drawer) 
bears  the  exchange  rate  risk  upon  maturity. 
The  Bank  will  generally  invest  the  foreign  cur¬ 
rency  received  under  an  F/X  swap  in  interest- 
bearing  instruments.  Interest  income  on  the 
resulting  foreign  currency  holdings  is  accrued 
and  reported  as  “Interest  on  foreign  curren¬ 
cies.”  Unrealized  gains  and  losses  on  revalua¬ 
tion  of  the  resulting  currency  holdings  are  not 
participated  among  Reserve  Banks,  but  rather 
are  reported  by  the  Bank  as  a  component  of 


“Other  assets”  or  “Other  liabilities,”  since 
there  is  no  exchange  rate  risk  to  the  Reserve 
Banks  at  the  maturity  of  the  F/X  swap.  As  of 
December  31,  1996,  there  were  no  open  F/X 
swaps.  As  of  December  31,  1995,  there  was  an 
open  F/X  swap  of  $650  million,  which  was 
drawn  at  the  direction  of  the  Bank  of  Mexico. 

The  FOMC  has  an  agreement  to  “ware¬ 
house”  foreign  currencies  for  the  U.S.  Treasury 
and  the  Exchange  Stabilization  Fund  (“ESF”). 
This  is  an  arrangement  under  which  the 
FOMC  agrees  to  exchange,  at  the  request  of 
the  Treasury,  U.S.  dollars  for  foreign  currencies 
held  by  the  Treasury  or  ESF  over  a  limited  period 
of  time.  The  purpose  of  the  warehousing  facility 
is  to  supplement  the  U.S.  dollar  resources  of 
the  Treasury  and  ESF  for  financing  purchases 
of  foreign  currencies  and  related  international 
operations.  This  facility  was  $20  billion,  with 
nothing  outstanding,  as  of  December  31,  1996, 
and  December  31,  1995. 

Certain  of  the  contracts  entered  into  by 
the  Bank  in  connection  with  its  foreign  cur¬ 
rency  activities,  on  behalf  of  the  Reserve 
Banks,  may  involve  off-balance-sheet  market 
risk  and  credit  risk  because  they  may  represent 
contractual  commitments  involving  future 
settlement.  The  credit  risk  is  controlled 
through  credit  approvals,  limits,  and  daily 
monitoring  procedures. 
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6.  BANK  PREMISES  AND  EQUIPMENT 

A  summary  of  Bank  premises  and  equipment  at  December  31,  1996,  and  December  31,  1995,  is 
as  follows  (in  millions): 


December  31,  1996 

December  31,  1995 

Bank  premises  and  equipment: 

Land 

$  21 

$  21 

Buildings 

119 

102 

Building  machinery  and  equipment 

51 

50 

Construction  in  progress 

7 

13 

Furniture  and  equipment 

212 

212 

410 

398 

Less:  Accumulated  depreciation 

(1 77) 

(171) 

Bank  premises  and  equipment,  net 

$233 

$227 

Depreciation  expense  was  $30  million  and  $29  million  for  the  years  ended  December  31,  1996, 
and  December  31,  1995,  respectively. 

Bank  premises  and  equipment  at  December  31,  1996,  and  December  31, 
following  amounts  for  leases  that  have  been  capitalized  (in  millions): 

1995,  include  the 

December  31,  1996 

December  31,  1995 

Bank  premises  and  equipment 

$15 

$15 

Accumulated  depreciation 

(10) 

(5) 

Capitalized  leases,  net 

$  5 

$10 

7.  COMMITMENTS  AND 
CONTINGENCIES 

At  December  31,  1996,  the  Bank  was  obligated 
under  noncancelable  leases  for  premises  and 
equipment  with  terms,  including  renewal 
options,  ranging  from  one  to  approximately  six 
years.  These  leases  provide  for  increased  rentals 
based  upon  increases  in  real  estate  taxes,  oper¬ 
ating  costs,  or  selected  price  indices. 


Rental  expense  under  operating  leases  for 
certain  operating  facilities,  warehouses,  and 
data  processing  and  office  equipment  (includ¬ 
ing  taxes,  insurance,  and  maintenance  when 
included  in  rent),  net  of  sublease  rentals,  was 
$18  million  and  $17  million  for  the  years 
ended  December  31,  1996,  and  December  31, 
1995,  respectively.  Certain  of  the  Bank’s  leases 
have  options  to  renew. 
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Future  minimum  rental  payments  under 
noncancelable  operating  leases  and  capital 
leases,  net  of  sublease  rentals,  with  terms  of  one 
year  or  more,  at  December  31,  1996,  were  (in 
millions): 


Operating  Capital 


1997 

$  0.7* 

$3.2 

1998 

10.5 

.9 

1999 

10.5 

0 

2000 

10.5 

0 

2001 

10.7 

0 

Thereafter 

9.9 

0 

$52.8 

$4.1 

Amount 

representing  interest 

(.2) 

Present  value  of 

net  minimum 

lease  payments 

$3.9 

*  Payment  of  $9.6  million  fixed  minimum 
rent  for  59  Maiden  Lane  space  occupied 
by  the  Bank  was  made  at  the  time  of  lease 
renewal  in  1988. 


Other  commitments  and  long-term  obliga¬ 
tions  in  excess  of  one  year  were  $8  million  at 
December  31,  1996. 

Under  the  Insurance  Agreement  of  the 
Federal  Reserve  Banks  dated  as  of  June  7,  1994, 
each  of  the  Reserve  Banks  has  agreed  to  bear,  on 
a  per  incident  basis,  a  pro  rata  share  ol  losses  in 
excess  of  1  percent  of  the  capital  of  the  claiming 
Reserve  Bank,  up  to  50  percent  of  total  capital 
and  surplus  of  all  Reserve  Banks.  No  claims 
were  outstanding  under  such  agreement  at 
December  31,  1996,  or  December  31,  1995. 


1  he  Bank  is  involved  in  certain  legal 
actions  and  claims  arising  in  the  ordinary 
course  of  business.  Although  it  is  difficult  to 
predict  the  ultimate  outcome  of  these  actions, 
in  management’s  opinion,  based  on  discussions 
with  counsel,  the  aforementioned  litigation 
and  claims  will  be  resolved  without  material 
adverse  effect  on  the  financial  position  or 
results  of  operations  of  the  Bank. 

8.  RETIREMENT  AND  THRIFT  PLANS 
Retirement  Plans 

The  Bank  currently  offers  two  defined  benefit 
retirement  plans  to  its  employees,  based  on 
length  of  service  and  level  of  compensation. 
Substantially  all  of  the  Bank’s  employees  par¬ 
ticipate  in  the  Retirement  Plan  for  Employees 
of  the  Federal  Reserve  System  (the  “System 
Plan”)  and  the  Benefit  Equalization  Retirement 
Plan  (the  “BEP”). 

The  System  Plan  is  a  multi-employer  plan. 
The  Bank  acts  as  the  sponsor  of  this  plan, 
including  the  prepaid  pension  cost  on  its 
Statement  of  Condition  as  a  component  of 
“Other  assets.”  The  prepaid  pension  cost 
includes  amounts  related  to  the  participation 
of  employees  of  the  twelve  Reserve  Banks, 
the  Board  of  Governors,  and  the  Plan 
Administrative  Office  in  the  plan. 

Contributions  to  the  System  Plan  are  actu- 
arially  determined  and  fully  funded  by  parrici- 
pating  employers  at  amounts  prescribed  by  the 
plan  administrator  (with  the  exception  of  a 
mandatory  contribution  of  7  percent  of  salary 
by  certain  employees  of  the  Board  of 
Governors  that  participate  in  the  plan).  No 
separate  accounting  is  maintained  of  assets 
contributed  by  the  participating  employers, 
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and  net  pension  cost  for  the  period  is  the 
required  contribution  for  the  period.  No 
employer  contributions  were  required  to  the 
System  Plan  during  1996  or  1995. 

The  BEP  is  an  unfunded,  single  employer 
plan  that  was  established  January  1,  1996.  Net 
pension  cost  for  the  period  is  actuarially  deter¬ 
mined  and  is  based  on  the  same  economic  and 


mortality  assumptions  used  for  the  System 
Plan.  The  Bank’s  projected  benefit  obligation 
and  net  pension  costs  for  the  BEP  at  December 
31,  1996,  and  for  the  year  then  ended  are  not 
material  and  are  reflected  as  components  of 
“Accrued  benefit  cost”  and  “Salaries  and  other 
benefits,”  respectively. 


The  following  is  a  reconciliation  between  the  funded  status  of  the  System  Plan  and  amounts 
included  in  the  Bank’s  Statement  of  Condition  at  December  31,  1996,  and  December  31,  1995 
(in  millions): 


December  31,  1996  December  31,  1995 


Accumulated  benefit  obligation: 


Vested 

$1,758 

$1,679 

Nonvested 

85 

91 

Total 

$1,843 

$1,770 

Plan  assets  at  fair  value,  primarily 
listed  stocks  and  bonds 

$4,153 

$3,628 

Less:  Actuarial  present  value  of 
projected  benefit  obligation 

(2,270) 

(2,130) 

Plan  assets  in  excess  of 
projected  benefit  obligation 

1,883 

1,498 

Less:  Unrecognized  net  transition  obligation 

227 

272 

Unrecognized  net  gain 

884 

606 

Unrecognized  prior  service  cost 

(144) 

(156) 

Prepaid  pension  cost 


$  916 


$  776 
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The  assumptions  used  in  developing  the  pension  benefit  obligation  for  the  System  Plan  and  BEP 
are  as  follows: 


1996 

1995 

Discount  rate 

7.25% 

7.00% 

Rate  of  compensation  increase 

5.00% 

5.00% 

Long-term  rate  of  return  on  plan  assets 

9.00% 

9.00% 

The  components  of  the  net  pension  credit  for  the  System  Plan  for  the  years  ended  December  31, 
1996,  and  December  31,  1995,  are  shown  below  (in  millions): 


Service  cost  -  benefits  earned  during  the  year 
Interest  cost  on  projected  benefit  obligation 
Actual  return  on  plan  assets 
Net  amortization  and  deferral 
Cost  of  special  termination  benefits 
Net  pension  (credit) 

Thrift  Plan 

Employees  of  the  Bank  may  also  participate  in 
the  Thrift  Plan  for  Employees  of  the  Federal 
Reserve  System  (the  “Thrift  Plan”)-  The  Thrift 
Plan  is  a  defined  contribution  plan.  Under  the 
Thrift  Plan,  employees  may  contribute  a  per¬ 
centage  of  their  salaries  up  to  a  maximum 
19  percent  limit  as  prescribed  by  the  Internal 
Revenue  Service.  Matching  contributions  by  the 
Bank  are  based  on  a  fixed  percentage  of  each 
employees  basic  contribution.  Currently,  the 
Bank  matches  80  percent  of  the  first  6  percent  of 
salary  contributed  by  the  employee.  The  Bank’s 
Thrift  Plan  contributions  totaled  $9  million  and 
$8  million  for  the  years  ended  December  31, 
1996,  and  December  31,  1995,  respectively,  and 


December  31,  1996  December  31,  1995 


$  71 

$  49 

152 

133 

(634) 

(842) 

269 

537 

1 

4 

$(141) 

$(119) 

are  reflected  on  the  Statement  of  Income  as  a 
component  of  “Salaries  and  other  benefits.” 

9.  POSTRETIREMENT  BENEFITS 
OTHER  THAN  PENSIONS  AND 
POSTEMPLOYMENT  BENEFITS 

Postretirement  Benefits  Other  Than  Pensions 

In  addition  to  the  Bank’s  defined  benefit  retire¬ 
ment  pians,  employees  who  have  met  certain 
age  and  length  of  service  requirements  are  eligi¬ 
ble  for  both  medical  benefits  and  life  insurance 
coverage  during  retirement.  The  retiree  medical 
plan  is  contributory  and  provides  benefits  to 
retirees,  their  covered  dependents,  and  benefi¬ 
ciaries.  The  life  insurance  plan  is  noncontribu¬ 
tory  and  covers  retirees  only. 
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The  Bank  funds  benefits  payable  under  the  medical  and  life  insurance  plans  as  due.  Net 
postretirement  benefit  cost  is  actuarially  determined,  using  a  January  1  measurement  date. 

The  following  is  a  reconciliation  between  the  plan’s  funded  status  and  the  amounts  recognized 
in  the  Bank’s  balance  sheet  as  of  December  31,  1996,  and  December  31,  1995  (in  millions): 


December  31,  1996 

December  31,  1995 

Accumulated  postretirement  benefit  obligation: 

Retirees  and  covered  spouses 

$  62 

$  67 

Actives  eligible  to  retire 

12 

13 

Other  actives  and  disableds 

44 

48 

Total  accumulated  postretirement 

benefit  obligation 

118 

128 

Unrecognized  net  transition  obligation 

0 

0 

Unrecognized  net  gain  (loss) 

4 

(14) 

Unrecognized  prior  service  cost 

1 

1 

Accrued  postretirement  benefit  cost 

$123 

$115 

The  assumptions  used  in  developing  the  postretirement  benefit  obligation 

are  as  follows: 

1996 

1995 

Discount  rate 

7.25% 

7.00% 

Rate  of  increase  in  health  care  costs  -  initial 

9.50% 

10.00% 

Rate  of  increase  in  health  care  costs  -  ultimate 

5.50% 

5.50% 

The  ultimate  health  care  cost  rate  is  expected  to  be  achieved 

in  2004. 

The  following  is  a  summary  of  the  components  of  net  periodic  postretirement  cost  for  the  years 
ended  December  31,  1996,  and  December  31,  1995  (in  millions): 

1996 

1995 

Service  cost 

$  3 

$  3 

Interest  cost  of  accumulated  benefit  obligation 

8 

9 

Net  amortization  and  deferral 

(0) 

(0) 

Net  periodic  postretirement  cost 

$11 

$12 

These  costs  are  reflected  on  the  Statement  of  Income  as  a  component  of  “Salaries  and  other  benefits.” 
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Changing  the  assumed  health  care  cost 
trend  rates  by  one  percentage  point  in  each  year 
would  change  the  accumulated  postretirement 
benefit  obligation  at  December  31,  1996, 
and  December  31,  1995,  by  approximately 
$21  million  and  $22  million,  respectively,  and 
would  change  the  aggregate  service  and  interest 
cost  components  of  net  periodic  postretirement 
benefit  cost  for  the  years  ended  December  31, 
1996,  and  December  31,  1995,  by  approxi¬ 
mately  $3  million  and  $2  million,  respectively. 

Postemployment  Benefits 

The  Bank  began  using  the  accrual  method  of 
accounting  to  recognize  the  obligation  to  pro¬ 
vide  benefits  to  former  or  inactive  employees, 


consistent  with  SFAS  No.  112,  “Employers’ 
Accounting  for  Postemployment  Benefits,’’ 
effective  January  1,  1995-  Benefits  include  med¬ 
ical  and  dental  insurance,  survivor  income,  and 
disability  benefits.  Costs  were  projected  using 
the  same  discount  rate  and  the  same  health  care 
trend  rates  as  were  used  for  projecting  postretire¬ 
ment  costs.  The  accrued  postemployment  bene¬ 
fit  costs  recognized  by  the  Bank  at  December  3 1 , 
1996,  and  December  31,  1995,  were  $14  million 
and  $13  million,  respectively.  These  costs  are 
included  as  a  component  of  “Accrued  benefit 
cost”  on  the  Statement  of  Condition.  Net  periodic 
postemployment  benefit  costs  included  in 
1996  and  1995  operating  expenses  were 
$4  million  and  $3  million,  respectively. 
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Directors  of  the 
Federal  Reserve  Bank 

of  New  York 


CHANGES  IN  DIRECTORS 
1997 


Member  banks  in  this  District  elected 
GEORGE  W.  HAMLIN,  IV,  a  class  A  director  of 
this  Bank  for  a  three-year  term  beginning  January 
1997.  Mr.  Hamlin,  who  is  President  and  Chief 
Executive  Officer  of  The  Canandaigua  National 
Bank  and  Trust  Company,  Canandaigua,  N.Y., 
had  been  serving  as  a  director  of  this  Banks 
Buffalo  Branch  since  January  1993,  but  had  re¬ 
signed  from  that  position  effective  December  27, 
1996.  Mr.  Hamlin  succeeds  J.  William  Johnson, 
Chairman  and  Chief  Executive  Officer  of 
The  First  National  Bank  of  Long  Island,  Glen 
Head,  N.Y.,  who  served  as  a  class  A  director  since 
January  1994. 

Member  banks  in  this  District  reelected 
ANN  M.  FUDGE  a  class  B  director  of  this  Bank 
for  a  three-year  term  beginning  January  1997. 
Ms.  Fudge,  who  is  President  of  Maxwell  House 
Coffee  Company,  White  Plains,  N.Y.,  had  been 
serving  as  a  class  B  director  since  October  1996. 

The  Board  of  Governors  of  the  Federal 
Reserve  System  reappointed  JOHN  C. 
WHITEHEAD  a  class  C  director  of  this  Bank 
for  a  three-year  term  beginning  January  1997 
and  redesignated  him  Chairman  of  the  Board 
and  Federal  Reserve  Agent  for  the  year  1997. 
Mr.  Whitehead,  who  is  Chairman  of  AF.A 
Investors  Inc.,  New  York,  N.Y.,  has  been  serv¬ 
ing  as  a  class  C  director  since  September  1995 
and  as  Chairman  and  Federal  Reserve  Agent 
since  January  1996. 

The  Board  of  Governors  also  redesignated 
THOMAS  W.  JONES  Deputy  Chairman  for  the 


year  1997.  Mr.  Jones,  who  is  Vice  Chairman, 
President,  and  Chief  Operating  Officer  of 
Teachers  Insurance  and  Annuity  Association- 
College  Retirement  Equities  Fund,  New  York, 
N.Y.,  has  been  serving  as  a  class  C  director  and 
Deputy  Chairman  since  January  1996. 

BUFFALO  BRANCH 

The  Board  of  Governors  appointed 
PATRICK  P.  LEE  a  director  of  the  Buffalo 
Branch  for  a  three-year  term  beginning  January 
1997.  Mr.  Lee  is  Chairman  and  Chief  Executive 
Officer  of  International  Motion  Control,  Inc., 
Orchard  Park,  N.Y.  On  the  Branch  Board,  he  suc¬ 
ceeds  Joseph  J.  Castiglia,  formerly  Vice  Chairman, 
President,  and  Chief  Executive  Officer  of  Pratt  & 
Lambert  United,  Inc.,  Buffalo,  N.Y.,  who  had 
been  a  director  of  the  Branch  since  January  1991 
and  chairman  of  the  Branch  Board  since  1993. 

The  Board  of  Directors  of  this  Bank  reap¬ 
pointed  LOUISE  WOERNER  a  director  of  the 
Buffalo  Branch  for  a  three-year  term  beginning 
January  1997.  Ms.  Woerner,  who  is  Chairman 
and  Chief  Executive  Officer  of  HCR, 
Rochester,  N.Y.,  has  been  a  Branch  director 
since  January  1994. 

The  Board  of  Directors  of  this  Bank 
designated  BAL  DIXIT  Chairman  of  the  Board  of 
the  Buffalo  Branch  for  the  year  1997.  Mr.  Dixit, 
who  is  President  and  Chief  Executive  Officer  of 
Newtex  Industries,  Inc.,  Victor,  N.Y.,  succeeds 
Joseph  J.  Castiglia  as  Chairman.  He  has  been  a 
director  of  the  Branch  since  January  1996. 
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DIRECTORS  OF  THE 

FEDERAL  RESERVE  BANK  OF  NEW  YORK 


DIRECTORS  TERM  EXPIRES  DEC.  31  CLASS 

J.  WILLIAM  JOHNSON  1996  A 

Chairman  and  Chief  Executive  Officer 

The  First  National  Bank  of  Long  Island,  Glen  Head,  N.Y. 

J.  CARTER  BACOT  1997  A 

Chairman  and  Chief  Executive  Officer 
The  Bank  of  New  York,  New  York,  N.Y. 

ROBERT  G.  WILMERS  1998  A 

Chairman,  President,  and  Chief  Executive  Officer 
Manufacturers  and  Traders  Trust  Company,  Buffalo,  N.Y. 

ANN  M.  FUDGE  1996  B 

President 

Maxwell  House  Coffee  Company,  White  Plains,  N.Y. 

EUGENE  R.  McGRATH  1997  B 

Chairman,  President,  and  Chief  Executive  Officer 

Consolidated  Edison  Company  of  New  York,  Inc.,  New  York,  N.Y. 

WILLIAM  C.  STEERE,  JR.  1998  B 

Chairman  and  Chief  Executive  Officer 
Pfizer  Inc.,  New  York,  N.Y. 

JOHN  C.  WHITEHEAD,  Chairman  and  Federal  Reserve  Agent  1996  C 

Chairman 

AEA  Investors  Inc.,  New  York,  N.Y. 


THOMAS  W.  JONES,  Deputy  Chairman  1997 

Vice  Chairman,  President,  and  Chief  Operating  Officer 
Teachers  Insurance  and  Annuity  Association- 
College  Retirement  Equities  Fund,  New  York,  N.Y. 


C 


PETER  G.  PETERSON 
Chairman 

The  Blackstone  Group,  New  York,  N.Y. 


1998 


49 


DIRECTORS 


TERM  EXPIRES  DEC.  31 


Buffalo  Branch 

JOSEPH  J.  CASTIGLIA,  Chairman  1 996 

Former  Vice  Chairman,  President,  and  Chief  Executive  Officer 
Pratt  &  Lambert  United,  Inc.,  Buffalo,  N.Y. 

LOUISE  WO ERNER  1996 

Chairman  and  Chief  Executive  Officer 
HCR,  Rochester,  N.Y. 

MARK  W.  ADAMS  1997 

Operator 

Adams  Poultry  Farm,  Naples,  N.Y. 

WILLIAM  E.  SWAN  1997 

President  and  Chief  Executive  Officer 
Lockport  Savings  Bank,  Lockport,  N.Y. 

LOUIS  J.  THOMAS  1997 

Director,  District  4 

United  Steelworkers  of  America,  Buffalo,  N.Y. 

BAL  DIXIT  1998 

President  and  Chief  Executive  Officer 
Newtex  Industries,  Inc.,  Victor,  N.Y. 

KATHLEEN  R.  WHELEHAN  1998 

Regional  President,  Rochester  Southern  Region 
Marine  Midland  Bank,  Rochester,  N.Y. 


Advisory 

Groups 
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ADVISORY  GROUPS 


FEDERAL  ADVISORY  COUNCIL 

Second  District  Member  and  Alternate  Member 

WALTER  V.  SHIPLEY,  Member 

Chairman  and  Chief  Executive  Officer 

The  Chase  Manhattan  Corporation,  New  York,  NY. 

ECONOMIC  ADVISORY  PANEL 

JAMES  ANNABLE 

First  National  Bank  of  Chicago 

BEN  S.  BERNANKE 
Princeton  University 

RUDIGER  W.  DORNBUSCH 
Massachusetts  Institute  of  Technology 

MARTIN  S.  FELDSTEIN 
Harvard  University 

BENJAMIN  M.  FRIEDMAN 
Harvard  University 

GLENN  HUBBARD 
Columbia  University 


THOMAS  G.  LaBRECQUE,  Alternate  Member 

President  and  Chief  Operating  Officer 

The  Chase  Manhattan  Corporation,  New  York,  N.Y. 

PETER  B.  KENEN 
Princeton  University 

MICKEY  LEVY 

NationsBanc  Capital  Markets  Inc. 

WILLIAM  POOLE 
Brown  University 

ROBERT  J.  SHILLER 
Yale  University 

WILLIAM  L.  SILBER 
New  York  University 

JOHN  TAYLOR 
Stanford  University 


ADVISORY  COUNCIL  ON  SMALL  BUSINESS  AND  AGRICULTURE 


BARBARA  B.  ROBERTS,  Chairman 
President 

FPG  International,  New  York,  N.Y. 

PETER  D.  HANKS 

Big  Green  Farms,  Salem,  N.Y. 

JOHN  W.  LINCOLN 
President 

Linholm  Farm,  Bloomfield,  N.Y. 

JOSEPH  McGRATH 
President 

Kanebridge  Corporation,  Oakland,  N.J. 


LORI  NORTHRUP 

President 

Stride  Tool,  Inc.,  Ellicottville,  N.Y. 

PETER  POWERS 

President  and  Chief  Executive  Officer 

Clearplass  Containers,  Inc.,  Penn  Yan,  N.Y. 

MARGARET  ROWLETT 
President 

A-l  Resources,  Providence,  N.J. 

MARTIN  SILVER 

President  and  Chief  Executive  Officer 

Northeast  Wood  Crafts,  Inc.,  Amsterdam,  N.Y. 


JAMES  I.  NIXON 

Former  President  and  Chief  Executive  Officer 
InLine  Brake  Manufacturing  Corp.,  Clifton,  N.J. 
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INTERNATIONAL  CAPITAL  MARKETS  ADVISORY  COMMITTEE 


BARTON  M.  BIGGS 
Chairman 

Morgan  Stanley  Asset  Management,  Inc. 
New  York,  N.Y. 

GEORGES  BLUM 
Chairman  of  the  Board 
Swiss  Bank  Corporation 
Basle,  Switzerland 

WILLIAM  J.  BRODSKY 
President  and  Chief  Executive  Officer 
Chicago  Mercantile  Exchange 
Chicago,  Ill. 

MATHIS  CABIALLAVETTA 
President  of  the  Group  Executive  Board 
Union  Bank  of  Switzerland 
Zurich,  Switzerland 

DR.  ULRICH  CARTELLIERI 
Member  of  the  Board  of  Managing  Directors 
Deutsche  Bank  AG 
Frankfurt,  Germany 

JON  S.  CORZINE 

Chairman  and  Chief  Executive  Officer 

Goldman,  Sachs  &  Co. 

New  York,  N.Y. 

DAVID  A.  COULTER 
Chairman  and  Chief  Executive  Officer 
BankAmerica  Corporation 
San  Francisco,  Calif. 

BRUCE  C.  GALLOWAY 
Vice  Chairman 
Royal  Bank  of  Canada 
Toronto,  Canada 

RICHARD  A.  GRASSO 
Chairman  and  Chief  Executive  Officer 
New  York  Stock  Exchange,  Inc. 

New  York,  N.Y. 


ING.  RICARDO  GUAJARDO  TOUCHE 
Chief  Executive  Officer 
Ban  comer,  S.A. 

Mexico  City,  Mexico 

GERD  HAUSLER 

Member  of  the  Board  of  Managing  Directors 
Dresdner  Bank  Aktiengesellschaft 
Frankfurt,  Germany 

JOHN  G.  HEIMANN 

Chairman,  Global  Financial  Institutions 

Merrill  Lynch  &  Co.,  Inc. 

New  York,  N.Y. 

P.  JAN  KALFF 

Chairman  of  the  Managing  Board 
ABN  AMRO  Bank  N.V. 

Amsterdam,  the  Netherlands 

HENRY  KAUFMAN 
President 

Henry  Kaufman  &  Company,  Inc. 

New  York,  N.Y. 

KOICHI  KIMURA 
Deputy  President 
Daiwa  Securities  Co.,  Ltd. 

Tokyo,  Japan 

YOH  KUROSAWA 

Chairman  of  the  Board  of  Directors 

The  Industrial  Bank  of  Japan,  Ltd. 

Tokyo,  Japan 

DR.  THE  HONORABLE  DAVID  K.P.  LI 
Deputy  Chairman  and  Chief  Executive 
The  Bank  of  East  Asia,  Limited 
Central  Hong  Kong,  Hong  Kong 

KENNETH  LIPPER 

Chairman 

Lipper  &  Company,  L.P. 

New  York,  N.Y. 
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INTERNATIONAL  CAPITAL  MARKETS 

TOSHIO  MORIKAWA 
President 

The  Sumitomo  Bank,  Limited 
Tokyo,  Japan 

FRANK  N.  NEWMAN 

Chairman  of  the  Board  and  Chief  Executive  Offii 
Bankers  Trust  Company 
New  York,  N.Y. 

MICHEL  J.D.  PEBEREAU 
Chairman  and  Chief  Executive  Officer 
Banque  Nationale  de  Paris 
Paris,  France 

H.  ONNO  RUDING 
Vice  Chairman 
Citicorp 
New  York,  N.Y. 


ADVISORY  COMMITTEE  (Continued) 

WALTER  V.  SHIPLEY 
Chairman  and  Chief  Executive  Officer 
The  Chase  Manhattan  Corporation 
New  York,  N.Y. 

J.  MARTIN  TAYLOR 
Group  Chief  Executive 
Barclays  PLC 
London,  England 

KURT  F.  VIERMETZ 
Vice  Chairman 
JP  Morgan  &  Co.,  Inc. 

New  York,  N.Y. 

GIANNI  G.  ZANDANO 
Chairman 

Istituto  Bancario  San  Paolo  di  Torino 
Torino,  Italy 


THRIFT  INSTITUTIONS  ADVISORY  PANEL 

DAVID  E.A.  CARSON 

Chairman ,  President,  and  Chief  Executive  Officer 
People's  Bank 
Bridgeport,  Conn. 

HERBERT  G.  CHORBAJIAN 
Chairman,  President,  and  Chief  Executive  Officer 
ALBANK,  FSB 
Albany,  N.Y. 

JOSEPH  P.  GEMMELL 

Chairman,  President,  and  Chief  Executive  Officer 
Bankers  Savings 
Perth  Amboy,  N.J. 

EDWARD  C.  GIBNEY 
President 

Boiling  Springs  Savings  Bank 
Rutherford,  N.J. 

LEONARD  S.  GUDELSKI 
Chairman,  President,  and  Chief  Executive  Officer 
Hudson  City  Savings  Bank 
Paramus,  N.J. 


JOSEPH  P.  HERB  ST 
President  and  Chief  Executive  Officer 
Empire  Corporate  Federal  Credit  Union 
Albany,  N.Y. 

JAMES  M.  LARGE,  JR. 

Chairman 

Dime  Savings  Bank  of  New  York,  FSB 
New  York,  N.Y. 

THOMAS  M.  O’BRIEN 
Chairman,  President,  and  Chief  Executive  Officer 
North  Side  Savings  Bank 
Floral  Park,  N.Y. 

WILLIAM  E.  SWAN 
President  and  Chief  Executive  Officer 
Lockport  Savings  Bank 
Lockport,  N.Y. 
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Officers  of  the 
Federal  Reserve  Bank 

of  New  York 


CHANGES  IN  OFFICERS 
1997 


The  following  changes  in  our  official  staff  have 
occurred  since  December  31,  1996: 

Robert  M.  Abplanalp,  General  Auditor  and 
Senior  Vice  President,  elected  to  take  early 
retirement,  effective  January  1 . 

Victoria  Michitsch  was  appointed  Audit 
Officer,  Audit  Function,  effective  January  2,  and 
William  C.  Francis,  Sr.,  Curtis  C.  Johnson,  and 
John  F.  Reynolds  were  appointed  Examining 
Officers,  Bank  Supervision  Group,  effective 
January  16. 

Lawrence  M.  Sweet  was  promoted  to  Vice 
President,  Emerging  Markets  and  International 
Affairs  Group,  effective  February  3,  upon  his 
return  from  a  leave  of  absence  during  which  he 
worked  for  the  Bank  for  International  Setdements. 


Paul  S.  Raines  was  appointed  Vice  President, 
Automation  and  Systems  Services  Group,  effective 
March  3.  Mr.  Raines  had  been  Program  Manager, 
Electronic  Commerce,  at  the  U.S.  Postal  Service. 

Andrew  Heikaus,  Assistant  Vice  President, 
Banking  Services  Group,  elected  to  take  early 
retirement,  effective  March  7. 

Pauline  E.  Chen,  Dino  Kos,  and  Sandra  C. 
Krieger  were  promoted  to  Senior  Vice  Presidents, 
Markets  Group,  effective  March  20. 

Adam  M.  Gilbert,  Vice  President,  Research 
and  Market  Analysis  Group,  has  resigned  from  the 
Bank,  effective  March  28. 
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OFFICERS  OF  THE 

FEDERAL  RESERVE  BANK  OF  NEW  YORK 

(as  of  December  3 1 ,  1996) 


WILLIAM  J.  McDONOUGH,  President 
ERNEST  T.  PATRIKIS,  First  Vice  President 


THOMAS  C.  BAXTER,  JR.,  General  Counsel  and 
Executive  Vice  President,  Legal 

TERRENCE  J.  CHECKI,  Executive  Vice  President, 
Emerging  Markets  and  International  Affairs 

SUZANNE  CUTLER,  Executive  Vice 
President,  Banking  Services 

CHESTER  B.  FELDBERG,  Executive  Vice 
President,  Bank  Supervision 

AUDIT 

ROBERT  M.  ABPLANALP,  General  Auditor 
and  Senior  Vice  President' 

ROBERT  J.  AMBROSE,  Acting  General  Auditor 

IRA  M.  LEVINSON,  Assistant  Vice  President 


PETER  RYERSON  FISHER,  Executive  Vice 
President,  Markets 

FREDPIRIC  S.  MISHKIN,  Executive  Vice  President 
and  Director  of  Research,  Research  and  Market  Analysis 

KATHLEEN  A.  O’NEIL,  Executive  Vice 
President,  Corporate 

ISRAEL  SENDROVIC,  Executive  Vice 
President,  Automation  and  Systems  Services 


EDWARD  J.  CHURNEY,  Audit  Officer 
DAVID  A.  TICK,  Audit  Officer 


AUTOMATION  AND  SYSTEMS  SERVICES  GROUP 

ISRAEL  SENDROVIC,  Executive  Vice  President 


Automation  Planning  and  Support 

JAMES  H.  GAVER,  Vice  President 

RICHARD  L.  PRISCO,  Building  Services  Officer 

DONALD  J.  ROHRBACH,  Administrative 
Services  Officer 


Building  Services 

JOHN  F.  SOBALA,  Vice  President 

JASON  M.  STERN,  Assistant  Vice  President 
1  On  leave  of  absence 
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AUTOMATION  AND  SYSTEMS  SERVICES  GROUP  (Continued) 


Data  Processing 

PETER  J.  FULLEN,  Vice  President 

PETER  M.  GORDON,  Assistant  Vice  President 

ISAAC  B.  OBSTFELD,  Assistant  Vice  President 

Security  Control 

RICELARD  P.  PASSADIN,  Assistant  Vice  President 

Statistics 

SUSAN  F.  MOORE,  Vice  President 
KENNETH  P.  LAMAR,  Assistant  Vice  President 

Systems  Development 

OM  P.  BAGARIA,  Senior  Vice  President 

PATRICIA  Y.  JUNG,  Senior  Vice  President 

MONIKA  K.  NOVIK,  Vice  President 

CLAUDIA  H.  COUCH,  Assistant  Vice  President 

MAUREEN  G.  COZZI,  Assistant  Vice  President 

MICHAEL  J.  RECUPERO,  Assistant  Vice  President 

PETER  SMEJKAL,  Assistant  Vice  President 

MARIE  J.  VEIT,  Assistant  Vice  President 


IRA  S.  ADLER,  Automation  Officer 
JEFFREY  C.  BLYE,  Automation  Officer 
LEONARD  E.  FRIEDMAN,  Automation  Officer 
LENNOX  A.  MYRIE,  Automation  Officer 


PAULA  BETH  SCHWARTZBERG,  Statistics  Officer 


MIRIAM  I.  VIDAL,  Assistant  Vice  President 
STANLEY  G.  BARWINSKI,  Automation  Officer 
SCOTT  J.  CHASANOFF,  Automation  Officer 
VIERA  A.  CROUT,  Automation  Officer 
SHUET  H.  DONG,  Automation  Officer 
IRA  KAHNER,  Automation  Officer 
CHRISTOPHER  M.  KELL,  Automation  Officer 
HARRY  M.  ZIMBALIST,  Automation  Officer 
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BANK  SUPERVISION  GROUP 
CHESTER  B.  FELDBERG,  Executive  Vice  President 


Advisory  and  Technical  Services 

CHRISTINE  M.  CUMMING,  Senior  Vice  President 

BRIAN  L.  PETERS,  Assistant  Vice  President 

GEORGE  R.  JUNCKER,  Vice  President 

HANS  W.  WOLPERS,  Assistant  Vice  President 

HERBERT  W.  WHITEMAN,  JR.,  Vice  President 

JOSEPH  L.  GALATI  II,  Examining  Officer 

ROBERT  W.  DABBS,  Assistant  Vice  President 

THOMAS  WINES,  Examining  Officer 

KAUSAR  HAMDANI,  Assistant  Vice  President 

BARBARA  J.  YELCICH,  Examining  Officer 

Bank  Analysis 

CHRISTINE  M.  CUMMING,  Senior  Vice  President 

SARAH  DAHLGREN,  Assistant  Vice  President 

Banking  Applications 

CHRISTOPHER  J.  McCURDY,  Senior  Vice 

President 

JAY  BERNSTEIN,  Bank  Supervision  Officer 

JOHN  S.  CASSIDY,  Assistant  Vice  President 


Career  Development 

JAMES  K.  HODGETTS,  Vice  President 

LAURENCE  C.  BONNEMERE,  Bank  Supervision 

Officer 

Compliance  Examinations 

JAMES  K.  HODGETTS,  Vice  President 

NICHOLAS  FARCO,  Examining  Officer 

ASSUNTA  MUGLLA,  Assistant  Vice  President 
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BANK  SUPERVISION  GROUP  (Continued) 


Financial  Examinations 

NANCY  BERCOVICI,  Senior  Vice  President 

ROBERT  A.  O’SULLIVAN,  Senior  Vice  President 
WILLIAM  L.  RUTLEDGE,  Senior  Vice  President 
DONALD  T.  VANGEL,  Senior  Vice  President 
THOMAS  A.  ORAVEZ,  Assistant  Vice  President 
RONA  POCKER,  Assistant  Vice  President 
ALBERT  J.  RUBBO,  Assistant  Vice  President 
ALBERT  TOSS,  Assistant  Vice  President 
WALTER  W.  ZUNIC,  Assistant  Vice  President 
MARIO  AB BATTISTA,  Examining  Officer 
CAROLINE  J.  BOYCE,  Examining  Officer 

Supervision  Support 

ELAINE  D.  MAURIELLO,  Vice  President 

NATHAN  BEDNARSH,  Assistant  Vice  President 


Surveillance  and  Report  Review 
FRED  C.  HERRIMAN,  JR.,  Vice  President 

MAUREEN  F.  LeBLANC,  Bank  Supervision  Officer 


GREGORY  K.  CARROLL,  Examining  Officer 
CARMINE  GIOIOSO,  Examining  Officer 
JOHN  A.  GRECO,  Examining  Officer 
JOHN  HEINZE,  Examining  Officer 
DENNIS  A.  HERBST,  Examining  Officer 
BERNARD  JACOBS,  Examining  Officer 
JOHN  G.  RICKETTI,  Examining  Officer 
JOHN  J.  RUOCCO,  Examining  Officer 
MARK  SCAPP,  Examining  Officer 
ROBERT  SCHLINDRA,  Examining  Officer 
LISA  STEPHENS,  Examining  Officer 

MARGARET  E.  BRUSH,  Bank  Supervision  Officer 

MARK  E.  MINDLIN,  Bank  Supervision  Officer 

JEANNE  I  I  E  M.  PODGORSKI,  Bank  Supervision 
Officer 

RICHARD  H.  MEAD,  Bank  Supervision  Officer 
STEFAN  WALTER,  Bank  Supervision  Officer 
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Officer 


BANKING  SERVICES  GROUP 

SUZANNE  CUTLER,  Executive  Vice  President 

Bank  Services 

BRUCE  A.  CASSELLA,  Vice  President  and  Bank  Services 

Cash 

JOSEPH  P.  BOTTA,  Vice  President 
THOMAS  J.  LAWLER,  Assistant  Vice  President 

Central  Bank  Services 

RALPH  A.  CANN  III,  Senior  Vice  President 

DANIEL  C.  BOLWELL,  Vice  President 
FRANCIS  J.  REISCHACH,  Assistant  Vice  President 

Check 

ANGUS  J.  KENNEDY,  Vice  President  and  Regional 
Check  Manager,  Utica  Office 

PAUL  I..  McEVILY,  Vice  President 

MATTHEW  J.  PUGLISI,  Vice  President 

DONALD  R.  ANDERSON,  Assistant  Vice  President 

Electronic  Payments 

RALPH  A.  CANN  III,  Senior  Vice  President 

HENRY  F.  WIENER,  Vice  President 
ANDREW  HEIKAUS,  Assistant  Vice  President 
MICHAEL  W.  MOWBRAY  Assistant  Vice  President 


L.  WENDY  WEBB,  Cash  Officer 
FELICIA  WIGGIN,  Cash  Officer 

TIMOTHY  J.  FOGARTY,  Central  Bank  Services  Officer 
THOMAS  I.  PIDERIT,  Central  Bank  Services  Officer 


MICHAEL  L.  ZIMMERMAN,  Regional  Check 
Manager,  East  Rutherford  Operations  Center 

RICHARD  D.  CASSERLY,  Check  Officer 


GARY  M.  BERTONE,  Electronic  Payments  Officer 
PATRICIA  HILT,  Banking  Services  Officer 
GERALD  V.  LOMBARDO,  Electronic  Payments  Officer 
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BANKING  SERVICES  GROUP  (Continued) 


EROC  Administrative  Services 
PAUL  L.  McEVILY,  Vice  President 


JOSEPH  D.J.  DeMARTINI,  EROC  Administrative 
Services  Officer 


Fiscal  Services 

RALPH  A.  CANN  III,  Senior  Vice  President 


PATRICIA  HILT,  Banking  Services  Officer 
ROBERT  G.  KRAUS,  Fiscal  Officer 
BETTY  S.  LAU,  Fiscal  Officer 


GEORGE  W.  RYAN,  Vice  President 


HILDON  G.  JAMES,  Assistant  Vice  President 


Strategic  Planning  Support 

ANNE  E  BAUM,  Banking  Services  Officer 

CORPORATE  GROUP 

KATHLEEN  A.  O’NEIL,  Executive  Vice  President 

Accounting 

ROSEANN  STICHNOTH,  Vice  President  LEON  R.  HOLMES,  Assistant  Vice  President 

Advisory  Studies  on  Accounting,  Credit  and 
Risk  Management,  and  Payments  Studies 
RICHARD  J.  GELSON,  Vice  President 

Credit  and  Risk  Management 

JANET  K.  ROGERS,  Vice  President  LORRAINE  J.  PRENTIS,  Credit  and  Risk 


Management  Officer 


VALERIE  I.  RAINFORD,  Credit  and  Risk 
Management  Officer 
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CORPORATE  GROUP  (Continued) 


Human  Resources 

ROBERT  C.  SCRIVANI,  Vice  President 

RONA  B.  STEIN,  Human  Resources  Officer 

EVELYN  E.  RENDER,  Assistant  Vice  President 

JoANNE  M.  VALKOVIC,  Human  Resources  Officer 

ELIZABETH  G.  MINDLIN,  Assistant  Vice  President 

SHARON  T.  WONG,  Human  Resources  Officer 

GERALD  L.  STAGG,  M.D.,  Medical  Director 

Internal  Communications  and  Multimedia  Services 

DAVID  H.  FRIEDMAN,  Internal  Communications 
Officer  and  Planning  Officer 

Office  of  Corporate  Consultancy 

NIRMAL  V.  MANERIKAR,  Secretary  and  Vice  President 


Office  of  Regional  and  Community  Affairs 

PETER  BAKSTANSKY,  Senior  Vice  President 

ELIZABETH  RODRIGUEZ  JACKSON,  Community 

Affairs  Officer 

Planning  and  Control 

ROSEANN  STICHNOTH,  Vice  President 

ROBERT  M.  POFSKY,  Planning  and  Control  Officer 

DAVID  H.  FRIEDMAN,  Internal  Communications 
Officer  and  Planning  Officer 

JANE  W.  THOMAS,  Planning  and  Control  Officer 

Public  Information 

PETER  BAKSTANSKY,  Senior  Vice  President 

STEVEN  R.  MALIN,  Assistant  Vice  President 

MICHAEL  AKBAR  AKHTAR,  Vice  President 


Secretary’s  Office 

NIRMAL  V.  MANERIKAR,  Secretary  and  Vice 
President 

MARYANN  MARON,  Assistant  Secretary 

MICHAEL  F.  SILVA,  Counsel  and  Assistant  Secretary 
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CORPORATE  GROUP  (Continued) 


Service 

ROBERT  V.  MURRAY,  Vice  President  EDMOND  J.  BORAN,  Protection  Officer 

MARTIN  P.  CUSICK,  Assistant  Vice  President  JOSEPH  R.  PRANCL,  JR.,  Services  Officer 

EMERGING  MARKETS  AND  INTERNATIONAL  AFFAIRS  GROUP 
TERRENCE  J.  CHECKI,  Executive  Vice  President 

Special  Studies 

BETSY  BUTTRILL  WHITE,  Senior  Vice  President 

Development  Studies  and  Foreign  Research 
MARILYN  E.  SKILES,  Vice  President 

Financial  Markets  and  Institutions 
B.  GERARD  DAGES,  Assistant  Vice  President 

International  Affairs 

MICHELE  S.  GODFREY,  Senior  Vice  President  CHRISTINA  H.  RYAN,  Assistant  Vice  President 


EQUAL  EMPLOYMENT  OPPORTUNITY  OFFICE 
WILLENE  A.  JOHNSON,  Vice  President 

LEGAL  GROUP 

THOMAS  C.  BAXTER,  JR.,  General  Counsel  and 
Executive  Vice  President 

JOYCE  M.  HANSEN,  Deputy  General  Counsel  and 
Senior  Vice  President 


THOMAS  H.  ROCHE,  Deputy  General  Counsel 
and  Vice  President 

RALEIGH  M.  TOZER,  Deputy  General  Counsel 
and  Vice  President 
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LEGAL  GROUP  (Continued) 

STEPHANIE  A.  HELLER,  Counsel 

BRENDAN  GORMLEY,  Counsel 

HAERAN  KIM,  Counsel 

MARTIN  C.  GRANT,  Counsel 

JONATHAN  I.  POLK,  Counsel 

I IMO  I  HY  D.  MAHONEY,  Enforcement  Officer 

MICHAEL  F.  SILVA,  Counsel  and  Assistant  Secretary 

NIKKI  M.  POULOS,  Counsel 

WEBSTER  B.  WHITE,  Counsel 

MICHAEL  SCHUSSLER,  Counsel 

JET  AUER  de  SARAM,  Counsel 

KAREN  A.  WEST,  Counsel 

ROSE  CHOW,  Counsel 


MARXETS  GROUP 

PETER  RYERSON  FISHER,  Executive  Vice  President 

Domestic  Open  Market  Operations 

SANDRA  C.  KRIEGER,  Vice  President 

WENDY  J.  SELBERT,  Assistant  Vice  President 

R.  SPENCE  HILTON,  Assistant  Vice  President 

JOHN  C.  PARTLAN,  Markets  Officer 

Foreign  Exchange  Operations 

DINO  KOS,  Vice  President 

Market  Accounting  and  Operations 

PAULINE  E.  CHEN,  Vice  President 

ANDREW  M.  DANZIG,  Markets  Officer 

KENNETH  J.  GUENTNER,  Assistant  Vice  President 

DANILO  G.  DUNGCA,  Markets  Officer 

Market  Surveillance 

DEBORAH  A.  PERELMUTER,  Vice  President 

Resource  Development  and  Portfolio  Management 

GEORGE  G.  BENTLEY,  Vice  President  LANCE  W.  AUER,  Markets  Officer 


LAUREN  A.  HARGRAVES,  Assistant  Vice  President 

MICHAEL  A.  MAFFATONE,  Markets  Officer 

ALLAN  M.  MALZ,  Markets  Officer 
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RESEARCH  AND  MARKET  ANALYSIS  GROUP 


FREDERIC  S.  MISHKIN,  Executive  Vice  President  PAUL  B.  BENNETT,  Senior  Vice  President  and 
and  Director  of  Research  Deputy  Director  of  Research 


Banking  Studies 

BEVERLY  J.  HIRTLE,  Vice  President 
LAWRENCE  J.  RADECKI,  Assistant  Vice  President 

Business  Conditions 

CHARLES  STEINDEL,  Vice  President  and  Director 
of  Data  Analysis 

Capital  Markets 

ARTURO  ESTRELLA,  Senior  Vice  President 
RICHARD  M.  CANTOR,  Assistant  Vice  President 

Domestic  Research 

PATRICIA  C.  MOSSER,  Assistant  Vice  President 

International  Research 

ERICA  L.  GROSHEN,  Assistant  Vice  President 

DOROTHY  M.  SOBOL,  Assistant  Vice  President 

Payments  Studies 

ADAM  M.  GILBERT,  Vice  President 

DARRYLL  E.  HENDRICKS,  Assistant  Vice  President 

Publications 

DOROTHY  M.  SOBOL,  Assistant  Vice  President 


REBECCA  S.  DEMSETZ,  Research  Officer 


RICHARD  W.  PEACH,  Assistant  Vice  President 

JOHN  KAMBHU,  Assistant  Vice  President 
ELI  M.  REMOLONA,  Research  Officer 

CARA  S.  LOWN,  Research  Officer 
JOSEPH  S.  TRACY,  Research  Officer 

LINDA  GOLDBERG,  Research  Officer 
HOWARD  J.  HOWE,  Research  Officer 

LAWRENCE  M.  SWEET,  Assistant  Vice  President 1 
JOHN  WENNINGER,  Assistant  Vice  President 
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RESEARCH  AND  MARKET  ANALYSIS  GROUP  (Continued) 


Regional  Economics 

BARBARA  L.  WALTER,  Vice  President 


Research  Support 

BARBARA  L.  WALTER,  Vice  President  BARBARA  D.  RUSSELL,  Research  Officer 


WHOLESALE  PAYMENTS  PRODUCT  OFFICE 

DARA  HUNT,  Senior  Vice  President  and  ROBERT  T.  ASHMAN,  Wholesale  Payments 

Wholesale  Payments  Product  Manager  Product  Officer 

ELIZABETH  S.  IRWIN-McCAUGHEY,  Assistant 
Vice  President 


OFFICERS  -  BUFFALO  BRANCH 

CARL  W.  TURNIPSEED,  Senior  Vice  President  and  Branch  Manager 

Administrative  Services;  Savings  Bond  Examinations  and  Processing 

GARY  S.  WEINTRAUB,  Branch  Officer 

Banking  Services;  Community  Affairs;  Facilities;  Protection 

ROBERT  J.  McDONNELL,  Branch  Officer 
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